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DISCRIMINATION 
BRITISH TRADE PROBLEMS AND THE MARSHALL PLAN! 


The convertibility crisis of 1947, which took the British Government 
unawares, has resulted in an almost complete reconsideration of the U.S. 
attitude to international economic problems. The conclusion has been 
accepted that efforts to restore the pre-war (or rather pre-1914) world 
economic system by shortcuts could not succeed in the face of the obstinate 
fact that the old balance of the world had irretrievably been destroyed by the 
repercussions of the second World War. The European Recovery Programme 
recognises that a new balance could only be restored economically by creating 
a strong Western European economy capable of sustaining herself at a reason- 
ably high standard of life by her own exertions. Far from being opposed to 
an attempt on the part of Britain to bring about closer economic relations 
with Europe, the U.S. took the initiative to promote it and made it a condition 
of continued aid. 

The problem of Europe is the result of a sudden acceleration as a result 
of the war of long-term trends which, already before the war, threatened its 
erstwhile economic hegemony.? It was further aggravated by the acute 
shortages due to the exceptionally bad European harvest in 1947. These 
may disappear. But the continued rapid progress in manufacturing effici- 
ency in the Western Hemisphere due to the adoption of new techniques 
based on mass-markets and necessitating capital investment at a superior rate 
than can be achieved by Europe unaided or without serious hardship, will 
continue to press on European standards of life. The uninterrupted increase 
in world population would tend to have the same influence.3 


1 This paper was written—in a slightly different form—as a rejoinder to Mr. G. D. A. 
MacDougall’s answer to a note of mine on the British Foreign Trade Problem (Economic 
Journal, March, 1948). The misinterpretation of the views expressed in my first note 
is both prevalent and dangerous if British participation in the Marshall Programme is 
to be really effective. Hence a restatement of the argument seems urgent. My reply was 
written before the publication of the admirable ‘ Survey of the Economic Position, Situation 
and Prospects of Europe’ of the United Nations European Economic Commission. The 
compendium of statistics furnished supports the contentions of the present paper on every 
point. 2 Cf. my note, Economic Journal, ibid., p. 71-5, Section I. 

3 Cf. The E.E.C. Survey, esp. pp. 53-74 and 84-108. In 1938 total European exports to 
overseas countries were more than three times the total of U.S. exports. 1947 U.S. exports 
were larger than those of all Europe combined. The pre-war U.S. deficit to overseas areas 
has turned into almost as grave a surplus as that of Europe. The triangular pattern of trade 
which enabled Europe to carry a heavy import surplus during the two wars has been 
smashed. At the same time the ratio of imports to national income in the U.S. has declined 
by some 30 per cent. Some of this decline is, no doubt, due to the inability of foreign 
countries to deliver goods at this moment. But the shift of consumers towards non-European, 
especially U.S. products due to the war-time changes in technique, interruption of European 
exports etc. is extraordinarily difficult to change in the short run. 
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These considerations led me to question the wisdom of those British 
economists who took as unalterable what might be described as the ‘ Cordell 
Hull—Clayton’ point of view of the United States. They proceeded to 
argue from this that any attempt at modifying that attitude would lead 
to violent retaliation in the U.S. and defended the arrangements arrived at 
not merely as a pis aller but as in themselves favourable and desirable to 
Britain. It was this approach which, in my view, retarded the adoption of a 
more reasonable policy in the U.S. and which—had the increasing tension 
with the Soviet Union not led to an effortless change in Washington—might 
have endangered Anglo-U.S. relations because of the inevitable breakdown 
of the arrangements arrived at and the default by Britain on obligations 
freely assumed.? 

The combination of the Marshall Plan with considerably increased U.S. 
Government expenditure on the armed forces in U.S. has for the moment 
shelved the urgency of these questions. But it would be a grave mistake 
to suppose that a failure to face these problems will not be visited on us 
when the Marshall Aid comes to an end or even earlier. The restoration of 
its foreign balance will remain the gravest problem of Europe. And (if war 
did not supervene) the end of the Marshall Aid will synchronise the need for 
Europe for increasing exports with a shrinkage of demand for U.S. produc- 
tion: a difficult task indeed. Hence yet another discussion of certain argu- 
ments advanced by the advocates of the unconditional ‘ multilateral ’ approach 
seems urgent. 


I. 


My original contention was that the system of multilateral trade and 
unconditional inconvertibility established by the post-war agreements is 
incapable of restoring the equilibrium of the world economy. Clearly a con- 
tinued high internal demand in the U.S. would prevent a steady pressure 
of U.S. exports om world markets. But a high internal demand would result 
in continued progress in efficiency. A depression in the U.S., however, would 
expose other countries to the full blast of U.S. competition. In either case, 
therefore the European countries could not emerge from their difficulties. 
(It could not be assumed that their technical efficiency could be equalised 
with that of the U.S.; indeed it must be feared that economic progress in the 
U.S. would be faster than elsewhere). The dilemma could be broken only 
by continued U.S. aid used for the establishment (at least temporarily) of a 
discriminatory system which enabled European countries to compete on 
even terms with the U.S. in the ‘ preferential ’ markets until their industries 
were reorganised, and thus capable of meeting the U.S. without such help. 
As a customs union is not politically or economically feasible (if for no other 
reason because the added complication of the relations of Britain to the ‘ inde- 
pendent ’ units of the Commonwealth and the dependence of many areas on 


_, | These (especially the I.T.0. commitments) constitute a dangerous precedent for the 
bilateral :.R.P. negotiation with the U.S. 
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customs duties as a source of revenue) a continuation of some flexible ‘ pre- 
ferential ’ arrangements seemed needed.! 

To this it was replied that the post-war economic arrangements do 
not represent unconditional multilateralism or inconvertibility. They 
represent, it is said, the “ best of both worlds ’,? a regulated use of commercial 
and monetary discrimination to obtain maximum stability and expansion 
in as good a form and measure from the point of view of Britain as obtainable 
at the moment with the consent of the U.S. Any attempt to go further in 
the direction of discrimination would on this view produce international 
anarchy, chaos with fatal consequences to this country. 

But the escape clauses on which this assertion is based are partly in- 
effective;3 partly they come into operation too tardily to permit the restor- 
ation of a basic equilibrium which is now lacking or even to prevent the 
continued emergence of disequilibria. Yet it was the essence of the critics’ 
case that we start with an initial and extreme disequilibrium. This must 
first be eliminated, and the escape clauses do not permit the elimination of its 
cause, 7.e. of the disproportionate importance of United States in an im- 
poverished world. What they permit is the temporary palliation of the 
effects of this disequilibrium whenever it reaches a climax. And, so far as the 
I.T.O. Charter is concerned, it does not in practice even permit that, because 
after 1952 the U.S. has in fact an effective simple majority which can abolish 
the Clause permitting reciprocal agreements despite the fact that such agree- 
ments are permitted even in the transitional period only if they can be 
shown to increase world trade. Thus even the pretence that the I.T.O. 
Charter is dictated by the desire to maximise foreign trade is abandoned. 

The restoration of the basic equilibrium of the world economy in an 
expansionist fashion requires a permanent re-channelling of trade by dis- 
criminating methods and complex preferential arrangements (either by way of 
preferential tariffs or in other cases more suitably by preferential reciprocal 
purchase agreements) so as to regain balance between Europe and the 
United States. 

1 Prof. Meade advocates a relative appreciation of the $ as a cure. (Economica, May, 
1948). The unfavourable effect on the U.S. would be as great while the stimulus to European 
industry would be smaller, as the security provided is less. Cf. below: Conclusion, Note 1. 

2 It is noteworthy to see that these agreements are now being defended on the basis of 
these escape clauses. (Cf. e.g. Prof. Meade, Lloyds Bank Review, January, 1948). Prof. 
Meade’s proposals for ‘ The economic basis of a durable peace ’, which are identical with 
much of the original U.S. schemes, or Lord Keynes’s defence of Bretton Woods were un- 
qualified by the critics’ objections. : j 

3 E.g. the scarce currency clause. Mr. MacDougall did, as an afterthought, admit some 
doubts on this score in his article. It can easily be shown, however, that neither he nor the 
British negotiators responsible for the present form of the Bretton Woods instruments 
betimes perceived the complete inefficiency of the clause in a case of major disequilibria 
between the United States and the rest of the world which were bound to arise both 
immediately after the war and, subsequently, whenever an American slump occurred. Mr. 
Meade’s recent statements on this topic (Lloyds Bank Review, January, 1948) are also 
slightly belated. Mr. Harrod’s change of view between the publication of ‘A Page of British 
Folly ’ and ‘Are these hardships necessary ? ’ is further evidence in this respect. One might 
have expected a somewhat greater generosity, not to say candour, on the part of the pro- 
tagonists of the Bretton Woods Agreements, when discussing the critics’ case which they 
now fully accept in this respect. 
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II. 

Moreover at the London and Geneva sessions of the Preparatory Com- 
mittee of the U.N. Conference on Trade and Employment the critics’ case 
was extremely ably taken up by a number of Governments and the American 
Proposals for an International Trade Charter were considerably modified 
especially in the important question of non-discrimination.' It is therefore 
rather astonishing that e.g. Mr. MacDougall seems to think that this fact can 
be quoted against the critics of the original Draft Charter. Was the criticism of 
the original Charter not material in securing these revisions ? And above all, 
could greater progress not have been made had the British delegation (instead 
of aiding those who resisted Australia and the others) reconsidered their 
point of view ? There can be no doubt that it was the British delegation which 
already during the war put forward the principle of the unconditional M.F.N. 
and non-discrimination? though it seems that Lord Keynes disapproved of 
it.3 They were unaware (until 1947) of the need to safeguard discriminatory 
bilateral deals, as shown by the fact that they did not insist in London on 
the inclusion of the paragraph later secured in Geneva. There can be no 
doubt that all legitimate British needs analysed by the critics could have 
been satisfied without jeopardising the Charter or driving ‘ a coach and four 
through all (my italics) attempts to limit discrimination.’ We are now 
landed in a position in which ‘ developing’ countries have obtained safe- 
guards while we undertook unilateral non-discrimination after 1952, just as 
we have undertaken what amounted to unilateral convertibility in Washington. 
The time limit, it is true, is four years, not one. But does anyone think that 
four years will not prove as short and insufficient as the one ? 


Il. 

The thesis that non-discrimination maximises trade (or rather real 
income) does not merely depend on employment, and thus international 
trade, being maintained at a high level.4 It also depends on the implicit 
assumption that risks do not increase as the scope of international trade is 


1Cf. my articles in this BULLETIN, Vol. 7, and Vol. 8. 

2 Cf. Meade ‘ The economic basis of a durable peace.’ 

* Cf. House of Lords Debates, May 1943. The re-writing of monetary history in this 
country is proceeding at a rate which would do credit to totalitarian countries. Cf., e.g., 
the attempt to impute to Lord Keynes disapproval of the unfreezing of accumulated sterling 
balances (L. Robbins, letter to The Times, 1947). As we know from U.S. sources, Lord 
Keynes was prepared to offer to free a large proportion of these debts immediately. Nor can 
these claims be easily reconciled with Lord Keynes’ extraordinary optimism, widely shared 
by his followers, on the future abundance of dollars and the threatening loss of gold reserves 
by the U.S. (Economic Journal, 1946). 

* As Mr. MacDougall seems to imply. ‘ Notes on non-discrimination’. Oxford Institute 
of Statistics BULLETIN, Vol. 9, No. 11. The maximisation of foreign trade is a somewhat 
peculiar aim for an economist. If we were to maximise real income, however, further 
and even more stringent assumptions are needed in order to justify non-discrimination ; we 
Should first of all have to assume either perfect internal mobility of factors or identical 
pattern and degree of immobility. This was known in the 19th century, but despite Prof. 
Williams’ brilliant article (Economic Journal, 1929, republished in ‘ Postwar Monetary 
Plans’, New York, 1945), it seems forgotten now. On further considerations following 
from the impact of increasing returns on the international division of labour, cf. my paper 
‘The International Trade Charter,’ Oxford Institute of Statistics BuLtetin, 1947, No, 2/3. 
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widened, and more especially that the widening of the scope of international 
trade does not interfere with the reorganisation of industry and with the 
restoration of lost trade channels on the part of the countries which have 
become weaker during the war. It depends further on the hypothesis that 
relative prices in all countries express relative long run real costs. But surely 
this is not the case as between European countries on the one hand and the 
U.S. Comparative advantages between countries of the same type have tended 
to narrow in the last hundred years. In many cases they are so narrow that 
even a relatively small disturbance of monetary equilibrium might result in a 
very grave displacement of trade with consequent cumulative increase in the 
initial disequilibrium. Under these circumstances the importance of security 
vastly increases. And if basic adjustments have to be made they must be 
made gradually with due regard to the fate of the displaced producers. 
The orthodox concept of comparative advantage seems purely static and 
certainly out of place in a discussion of post-war reconstruction which is not 
merely a dynamic problem but which implies very large and very rapid changes 
in industrial organisation and relative advantage. 


IV. 

In pleading—mainly in order to persuade the Americans—for the 
admission of a discriminatory regime for Western Europe one obviously 
has to bear in mind the relative worsening of the economic outlook for 
Europe. No theory, however ‘classical’, denied that single countries 
or a group of countries could improve their position by imposing tariffs or 
introducing preferential arrangements. What was suggested (and in a 
dynamic system wrongly) was that world ‘utility’ would diminish—whatever 
that may mean. The problem for enlightened U.S. statesmanship is to enable 
Europe, especially Western Europe, to recover, z.e. to balance its trade without 
continuous help but without a serious lowering of the standard of life either. 
No doubt that a sharp cut, in some cases amounting to starvation, in the 
standard of life would enable Europe to balance her international payments 
without special measures. But that is not the point nor is it, or could it be, the 
aim of economic policy either here or in the U.S. The problem is how the 
loss can be reduced to a minimum in view of the fact that the discrepancy 
in favour of the U.S. is already tremendous. And there can be no doubt that 
anon-discriminatory multilateral readjustment would not minimise our losses. 

It is therefore somewhat disconcerting that even Mr. MacDougall should 
join the ranks of those who put forward the latter solution as the best prac- 
ticable and argue that the deficit in the British balance of payments was due 
to the fact that ‘ we are trying to live permanently beyond our means’ or 
‘ maintain a higher standard than our productivity warrants.’? 3 


1 This should be evident and important to the U.S. as she will have to readjust herself 
to European rehabilitation and the ending of ‘ relief ’ loans and grants to Europe. 

2 Economic Journal, tbid., p. 92. a ES. ' 

3 Though it ignores that the ‘ high standard of living ” in the last two years consisted 
mainly of vast expenditure on military and political commitments abroad as well as the 
retention in the Armed Forces of workers who otherwise would have consumed less foreign 
supplies and contributed decisively to an increase in production and exports, 
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Doubtless measures will have to be taken to balance our international 
payments. But surely we must try to minimise such loss in real income as 
will prove inevitable. It is fallacious to regard our productivity as given, 
i.e. as independent of our commercial policy. Mr. MacDougall ought to realise 
that we are dealing with value and not with physical productivity. If we can 
induce foreign countries to enter into long-term agreements with us and, 
because of our giving them security, grant us better terms than available on the 
‘free’ world market—our productivity would have risen. 

Thus the producers might gain as much or more than what they lose 
by not buying in the ‘ cheapest ’ market. It is highly unlikely that our part- 
ners would not in the medium run benefit from this discrimination ‘ in our 
favour’. For this method aione could, in the circumstances of general 
instability I discussed, guarantee continuity of markets and thus reduce their 
own costs.: I have no objection against Mr. MacDougall’s statesmanlike 
caution in assessing our bargaining position. But it can be overdone. And if 
we judge it on the basis of the continuation of the present exceptional short- 
ages (‘ Britain is ... a hungry market’) we shall probably go very wrong 
indeed. It is interesting how difficult it seems to economists to adapt their 
assumptions to the probable future rather than to the immediate past. 

Our danger and that of all industrial exporters, such as Germany and 
France, as well as Japan, is all the greater because, unlike developing countries 
which have only home industries, and are thus able to protect themselves 
under the Charter, industrial exporters cannot, without preferential arrange- 
ments, secure similar safeguards. The suggestion that the critics of the Char- 
ter desire the formation of blocs while the adherents of the Charter are 
universalists is superficial. The acceptance of the Charter does not mean 
that there will be no ‘blocs’. It means that apart from the Russian orbit 
we shall have one huge bloc dominated by the United States of America. The 
reluctance to accept the fact that relative to the United States we have become 
a “small and poor’ country in much need of ‘ development’ has led astray 
much of our post-war political and economic policy. It is surely a non 
sequitur to argue from the fact that it is extremely difficult for countries other 
than the United States to catch up with her economic development and secure 
large markets of a homogeneous character—that no attempt is needed to 
secure such markets and that the best way in which we could accomplish the 
task of increasing our markets is by a real free-for-all fight with U.S. ex- 
porters.? The argument that our domestic market is sufficiently large for 
optimum scale units to be established is partly incorrect, especially if we 
take into account the lending power of the United States, and partly beside 
the point.3 


_ 7 And as we have seen, e.g. in the case of Canada which refused to take advantage of the 
high prices offered at the moment in the U.S., most producers realise this. 
2 Economic Journal, ibid., p. 92. Part V (a). 
® Economic Journal, ibid., p. 93. Part V (b). There is no suggestion that Mr. MacDougall 
would attempt a revolutionary reorganisation of the British industrial structure which 


would be necessary---even if such reorganisation could be worked in time and without the 
aid of preferential agreements, 
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V. 


In the last year important changes have taken place in United States 
official and public opinion. It is the Americans who now propagate the idea 
of a European Regional Customs Union and are prepared to waive a more 
rigorous interpretation of the principle of non-discrimination. Unfortu- 
nately this change does not seem to have eliminated United States objections 
in principle against European preferences and inter-Commonwealth special 
planning arrangements in attaining this goal, though in practice the United 
States have been satisfied with minor reductions instead of complete elimina- 
tion of these arrangements. One might have supposed that the task of 
British, indeed European, economists was to point out the difficulties of a 
complete “ Customs Union’ in Europe, especially if non-discrimination and 
M.F.N. were enforced in the relations of this Union with its colonial terri- 
tories and the independent units of the British Commonwealth. There can 
be no doubt that the process of economic readjustment will take years to 
accomplish and any sudden move might have grave disadvantages to this 
country and, to a lesser extent to Belgium, the two countries with the highest 
standard of life. Nor is the sudden ending of the special connections with the 
Commonwealth, which has a largely complementary economic structure to 
Europe, desirable—even from a United States point of view, because basic 
economic equilibrium cannot be restored without a relative expansion of 
extra-United States trade. If the United States—as is now clear—wishes to 
help in restoring world equilibrium she will have to be persuaded to modify 
further her views by what methods the aim of which she approves is to be 
reached. Such regional entities, after all the internal adjustments had been 
made, could then trade with the United States on a basis of equality, thus 
truly conforming to a more sophisticated interpretation of the principle of 
comparative advantages. 

Far from undertaking this important task, the opponents of regional 
re-organisation are at pains to show that by no conceivable means could we 
increase our trade by regional combination and that we would run appalling 
risk of American retaliation. The attempt at closer co-operation in Europe 
is regarded as excluding a similar co-operation with ‘the Commonwealth. 
When, e.g., Mr. MacDougall wrote his first article this point of view might 
have been justified by the intransigence of certain subordinate officials of the 
United States State Department. But is there now any justification whatever 
for such statements and for all the other apologies of the post-war agreements 
recently written, based on the argument that American retaliation is to be 
feared if we were bold enough to try to form large-scale regional economic 
units ? Indeed are there not signs ominously increasing in number that it is 
the British Government which would prefer to deal directly with Washington 
instead of giving (at some immediate cost and risk) a resolute leadership 


renin : eens : av yes ight 
But hesitation to take the lead in a closer-knit European economic region mig 
indeed bring: about our exclusion and it might even endanger the continuation of U.S. help. 


-2 Economic Journal, 1946: 
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to the Permanent Organisation of the 16 countries at Paris. Is this attitude 
not the result (apart from justifiable hesitations on political ground) of the 
mistaken economic doctrine now dominant in Britain ? 

Yet there can be no doubt that we could powerfully assist the develop- 
ment on complementary rather than competitive lines of certain countries 
and their dependencies by concluding such agreements. Conversely the 
threats to our exports by protected domestic industries could be at least 
limited. The advocates of I.T.O. in its present form, seem to labour under 
the delusion that we are as competitive with other countries as with the 
United States and that in no way could complementary economic develop- 
ment benefit countries concluding agreements with one another merely 
because the U.S. is a ‘ cheap market’ to buy from. The multilateralism of 
the 1920’s depended on large-scale foreign lending of a type which is neither 
probable nor desirable. Already in the 1930’s this automatically disappeared 
without any apparent ill consequence on the standard of life of most coun- 
tries. And now Britain is confronted with deficits with almost every single 
country. As is shown by the series of agreements lately negotiated, all 
tending to increase our markets abroad, in such a position the bargaining 
power of a large market is an effective weapon. 


CONCLUSION 


The arguments put forward in ever-increasingly qualified manner by the 
apologists of the “ Bretton Woods’ settlement do not invalidate my scepticism 
as to the feasibility of restoring world equilibrium within the framework of 
the post-war agreements, z.e. by relying on the price mechanism and only 
intermittently and exceptionally using direct quantitative controls.t The 
discussion in this country of the post-war economic settlement was con- 
siderably vitiated by the problem of Anglo-U.S. relations. This obstacle 
is no longer in the way. It is much to be hoped that British economists will 
at last accept the statesmanlike lead given by the United States State Depart- 
ment and will begin to exercise their ingenuity in solving the particular 
problems which arise for Britain from the European Relief Programme, 
instead of trying to defend an attempt to restore the nineteenth century, the 
impracticability of which has now been accepted by the United States. 


T. BALOGH. 


_ The problem of the efficacy of devaluation still seems to be causing undue misunderstand- 
ing. Proof that devaluation increases the share of a country in total world trade (as Mr 
MacDougall attempted it, Economic Journal, March 1947) does not decide this point. For to 
maintain imports it is the relative volume and value of exports which has to be maintained 
My contention was that the sharpest absolute increase of our competitive strength due to 
devaluation hardly increased our exports. Mr. MacDougall’s table (Economic Journal 
March 1947, p. 107) shows this clearly. Taking his figures a 30 per cent increase in our 
monetary competitive strength (equivalent to 24 per cent depreciation of the pound) onl 

increased the volume of exports by 3 per cent from 1931 to 1932. Our monetary competitive 
power remained then stationary until 1936 while our exports rose by almost 25 per cent 
(In point of fact Mr. MacDougall’s statistics seem to understate the extent of relative 
depreciation of the £ in the first period and overstate it subsequently because the value of 
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the Mark is taken at par in the tables and adjustment is only made in the text with respect 
to one year only. For this purpose it is, moreover, inadmissible to compare subsequent 
yearly averages with exchange rates ruling in a selected month in 1931 as the depreciation 
of the £ had effects on exports already in 1931.) The volume of our exports expanded most 
when the value of sterling was either stable or rising in terms of our competitors’ currency. 
The value of rising in terms of our competitors’ currency. The value of exports moved 
similarly (in millions of /) 

1931 1932 1933 1934 1935 1936 1937 1938 

461 422 422 460 536 519 606 562 
Thus when our share in world trade increased most, our volume (and value) of exports was 
practically unchanged. Yet when because of the devaluation of other countries our share in 
world trade began to decline, the volume (and value) of our exports increased rapidly be- 
cause of world recovery. This proves my contention that devaluation is powerless in an 
atmosphere of general deflation to help us to solve our problem. Other measures are then 
required, e.g. stabilisation of the markets by discriminatory reciprocal agreements to 
increase trade. Statistical investigation of such admittedly imperfect data as are available 
shows that the price-elasticity of demand is far lower than suspected even by the opponents 
of the classical doctrine. (cf. e.g. Tse Chung Chang, A statistical note on world demand for 
exports. Review of Economics and Statistics, May, 1948). 

Even more curious is Mr. MacDougall’s contention (Economic Journal, p. 97) that it 
does not matter from the point of view of the final result by what method equilibrium is 
restored : ‘ any method of restoring equilibrium . . . will reduce the favourable balance 
of the rest of the world’. But surely the whole point of the criticism of the principle of 
non-discrimination is that it will induce a secondary deflation of a magnitude several times 
greater than the primary reduction of the unfavourable balance. The omission of an analysis 
of the disproportion between the primary and induced (or secondary) deflation vitiates 
Mr. MacDougall’s arguments. Nor is there any reason to suppose that the propensity to 
import of the dominant country of a ‘ free-market’ world economy will eventually rise 
sufficiently to restore monetary equilibrium, unless conscious action is taken to establish 
equipoised trading areas. All indications point to a decrease of the propensity to import 
with increasing national income (which might in the case of the United States eventually 
be mitigated by the exhaustion of natural resources). Moreover if the rate of investment in 
the dominant country is maintained at a higher rate, its productivity might rise faster, 
thus further intensifying the tendency to disequilibrium. 

This is no argument against devaluation as a means of readjusting disequilibria when 
deflation does not threaten. But the present basic disequilibrium of the world economy is 
not one in which devaluation helps much. On the other hand we must reject the suggestion 
(Professor Hawtrey, The Times, June 11th, 1948) that sterling should be appreciated : it 
is more than likely that we are confronted with a kinked demand curve for our exports. 
The remedy for the troubles of the non-American countries will have to come by way of 
discriminating reciprocal agreements which restore their productive and competitive 
capacity without an appalling further decrease in the standard of life. The simultaneous 
demand for an appreciation and the depreciation of the £ shows the helplessness of the 
laisser-faive school in the face of complex world conditions and supports the conclusion that 
in present conditions selective methods only can be expected to secure a balance in our 
foreign payments. The acquiescence of the U.S. in such methods represents the price she 
will have to pay for the restoration of world equilibrium (without further aid on her part) 
which has been destroyed with the U.S. reaping an undue benefit. The difficulty of inducing 
a country whose social philosophy was moulded in a period when she rightly regarded 
herself menaced by foreign imperialist powers to accept the need for encouraging a develop- 
ment which she traditionally opposed is formidable. But it will not be reduced by pretend- 
ing that the need does not exist. 
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POSTSCRIPT ON E.R.P. 


The E.R.P. proposals have now been published and accepted. They bear 
the imprint of lengthy and difficult negotiation and leave this country, with 
the exception of one point, a master in its own house. In particular, no clause 
impairs the power of the Government to proceed with its nationalisation pro- 
gramme and to pursue a financial policy as it sees fit. Nor must it submit 
to an American dictation in currency policy. 

There is no return to the original I.T.O. Charter as was suggested by 
earlier newspaper reports. Indeed, Article I, paragraph 2, and Article II, 
paragraph 1 (d) might be interpreted as permitting special measures to increase 
trade with the main European countries, necessitating (at least temporarily) 
discrimination against the United States. The Agreement does not demand 
the abandonment of Empire preference and nor does it prohibit its dove- 
tailing with measures to be initiated by the Organisation for European 
economic re-organisation. The operative clause in this respect says “ The 
Government of the United Kingdom . . . will exert sustained efforts, in 
common with other participating countries, speedily to achieve through a 
joint recovery programme economic conditions in Europe essential to lasting 
peace and prosperity and to enable the countries of Europe participating in 
such a joint recovery programme to become independent of extraordinary 
outside economic assistance within the period of this Agreement.’ The 
European investment programme is not being so limited as to make an in- 
crease in its competitiveness with America impossible. Article II 1 (d), 
while it emphasises the duty of the British Government to take steps to 
increase trade with ‘ other’ (i.e. extra-European) countries, puts this second 
to the main aim of stimulating and increasing the inter-change of goods and 
services among the participating countries. It seems very much as if the first 
draft of the Agreement (drafted as it was by the Legal Department still 
under the influence of the ‘ Clayton ’ philosophy) has almost completely been 
scrapped and a new text agreed upon which reflects the changed personnel and 
philosophy in the economic and political leadership of the Department of 
State. The fact that Congress adjourned before the negotiations came to an 
end, having voted all the necessary appropriations, certainly was a helpful 
factor. Thus the scepticism has been vindicated at last, that in a position of 
basic and unparallelled disequilibrium, simple formulae based on a mis- 
interpretation of a wholly different 19th century experience, would be suffi- 
cient to restore order and prosperity in the world economy. A second 
attempt has been launched. 

The only points which still seem to have survived the process of redrafting 
are Article II, paragraph 3, on restrictive practices, and Article III and 
Article V on investments. The first point, is explained in Point 3 of the 
Interpretative Notes. In this context the United Kingdom Govern- 
ment promises to take such measures as ‘ it deems appropriate’ to prevent 
“business practices or business arrangements affecting international 
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trade which restrain competition, limit access to makes or foster monopo- 
listic control whenever such practices or arrangements have the effect 
of interfering with the achievement of the joint programme of European 
recovery’ (my italics). But the aim of the joint programme of Euro- 
pean recovery, according to Article I, paragraph 2, is ‘to enable the 
countries of Europe participating . . . to become independent of extra- 
ordinary outside economic assistance.’ Thus the fears entertained in some 
quarters seem baseless that this paragraph would limit the freedom of 
European countries to undertake such co-ordination of their investment 
programmes, as would render their economies complementary, that is to say 
less dependent on outside help and more connected with one another. 
Within certain limits, this could be done even through private arrangements, 
such as cartels, if supervised by the Governments concerned. There is 
certainly no indication that the Agreement outlaws arrangements between the 
European countries themselves through quota and long-term purchase 
agreements. It is the Havana Charter and the Bretton Woods Agreement 
which, unless suitably re-interpreted, will constitute a major obstacle in 
achieving these aims. 

The second (and at least in principle perhaps more important) exception 
to the satisfactory character of the Agreement is Article III which permits 
the United States Government to use some of the funds of the European 
Economic Co-operation Act to guarantee dollar payments to nationals of the 
United States undertaking certain specified projects in Britain and in the 
colonies under Section III (b) (3) of the Economic Co-operation Act. It is 
impossible to say how freely this paragraph may be used by any future 
United States Government, more committed to private enterprise than the 
present Democratic Administration, to circumvent—in favour of United 
States nationals—British regulations, at the cost of diminishing the amount 
available for the effective aid to Europe. Fortunately the total of such guar- 
antees is limited to $300 million of which $15 million might be given this 
year. The fact that ‘informational (stc) media’ are included is somewhat 
aggravating. The whole thing might be used for useless and possibly 
mischievous ends, disembarrassing the U.S. of surpluses. The only 
guarantee we have is the expertness and detachment of the U.S. Aid 
Administration. 

Article V, which seems to have aroused a great deal of discontent, could 
not be avoided because it is an integral part of the European Economic 
Co-operation Act. It specifies that up to 5 per cent of the moneys paid into 
the national banks, in our case the Bank of England, might be used for the 
purchase of strategic raw materials specified by the United States Government. 
It also specifies that United States citizens and corporations must be given 
equal access to the opening of new sources of supply of such raw materials. 
The dollar-earning capacity of Britain is partly safeguarded by Point 5 of the 
Interpretative Annex which provides that the domestic use of the material 
includes stockpiling and recognises not only that export needs must be 
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satisfied but that barter arrangements might be needed in these materials to 
obtained vital imports from extra—U.S. sources. 

Finally, Article X, which is reminiscent of the Havana Charter Article on 
foreign investment, directs that claims of American nationals arising out of 
measures of the British Government, including presumably nationalisation, 
should be referred to the International Court of Justice. 

The other articles have been drafted on the basis of those paragraphs of 
the American Act which were framed so as to exclude Eastern European 
countries, which might have acceded to the Marshall programme, from 
effective aid or imposed such conditions on them as would appear to be 
intolerable to Governments organised on Soviet lines. For example receiving 
Governments undertake to facilitate travel to their countries, to give wide- 
spread publicity to the aid and to furnish full information on the use made 
of it. The Act itself prohibits (paragraphs 117 (d) and 112 (g)) the export 
of raw materials, etc. to ‘ Iron Curtain’ countries which is prohibited by the 
U.S. for security reasons and of articles manufactured out of commodities 
furnished by the U.S. under the aid programme, or of similar materials. 
This is reminiscent of the famous Lend-Lease restriction on exports which 
caused such acrimony. It is comprehensible that the U.S. does not give 
us supplies to encourage exports which she herself does not permit but it 
constitutes a limitation on our commercial sovereignty. But it will depend 
on the interpretation of this paragraph whether trade negotiations with 
Eastern Europe will in practice be made impossible. Since the success of 
the whole aid programme depends on the revival of Western trade with the 
agricultural ‘ orbit’ countries and this fact has been acknowledged by the 
U.S. Government, it would be premature to predict that it will be used to 
make such trade impossible and thus increase European dependence on U.S. 
aid. The use under paragraph 112 (d) and (e) of the aid to liquidate agri- 
cultural surpluses in the U.S. by limiting ‘ off-shore’ purchases of such 
commodities is also natural. It will certainly depend on the administration 
of the Act how far this will diminish the effectiveness of the aid. There is 
no reason yet to fear a cataract of unwanted goods. 

The proposed restrictions on Britain if interpreted in a helpful spirit are 
on the whole not of a very serious character. Nor did Britain have to accede 
to an obligation to grant M.F.N. to Japan but only to Germany which, owing 
to its disorganised state, cannot be considered as constituting an immediate 
menace to British interests. Moreover, paragraph 4 of the note to be 
addressed by the British Government acknowledging an identical note from 
the Secretary of State, provides a complete escape clause should later changes 
in the world endanger British domestic industry as a result of the ETN 
M.F.N. to Western Germany. 

Scepticism about the future of the Marshall Plan originates in very 
different considerations. It is, first of all, not clear how far the Bretton Woods 
¥ sige eee will in fact be re-interpreted to permit the organisation 
of a wide and balanced economic system in Europe which is permitted to 
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retain its special economic connections with those overseas countries, with 
which the European countries which are to form it, have political ties. This 
applies as much to the preferential system of the British Commonwealth as 
to those of the French and Dutch-Indonesian Union.* 

Secondly it is much to be doubted whether within four years a sufficient 
reorganisation of the European economic system and productive capacity 
can in fact take place which would permit a balancing of the gap without 
exceptional hardship and political disturbance. The seeming reluctance of 
the British Government to give a strong lead in Paris or for that matter in 
Geneva, for all the excellent statements of its intentions, tends to strengthen 
this scepticism. One cannot help feeling that the long dominance of the 
doctrine of non-discrimination (flattering as it is to the self-esteem of Britain) 
has been a strong contributory cause of this attitude. The intractable char- 
acter of the German problem? and the divergence of the views of theWestern 
Powers on the aims even of that policy is yet another important source of 
doubt. 

This doubt is strengthened, thirdly, by the uncertainty—to say the least 
—whether the U.S. will either develop an import surplus or provide a suffi- 
ciently large stream of capital exports (or grants) to non-European countries 
to enable Europe to obtain dollars by this, triangular, method by selling 
to those countries more than it buys from them. Even if we disregard the 
possibility of an American slump it is most unlikely that this can be the case 
unless indeed a new ‘ Aid Programme ’ is initiated or preferential arrange- 


1 Mr. Harrod (Lloyd’s Bank Review, July 1948), one of the erstwhile defenders of 
unconditional non-discrimination, has suddenly been converted to the need for discrimin- 
ation in order to maintain the volume of international trade in conditions of world economic 
disequilibrium (p. 8). While he still wishes to restrict investment not merely in Britain 
but even in the war-devastated countries of Europe (p. 9-10) though it is quite clear that 
they could not obtain imports at reasonable terms of trade against U.S. competition in 
third markets, he now wishes to establish a complicated two-tier system of preferential 
tariffs for what he calls the European ‘ Free Trade Area’ (pp. 13-15). How he squares his 
‘ offsetting duties ’ with the lipservice to the undiluted I.T.O. principles (p. 5), his advocacy 
of discriminatory clearing agreements (p. 6-7) providing for an intra-European converti- 
bility with either the I.M.F. Charter or the fact that European convertibility cannot be 
restored in the short run because of the vast differences in the degree of the dollar shortage 
of the countries concerned (cf. the Report of the European Economic Commission of U.N.O., 
op. cit. pp. 100-103), is not clear. Nor is it clear how be reconciles his plans with his attack 
on the ‘ loose arguments ’ which advocated a Preferential European System on the basis 
of the changed attitude of the U.S. His proposal does not amount to anything but a two- 
tier system of discrimination. But he still misconceives the reasons for discrimination. It 
is the need to increase European export capacity which necessitates discrimination in over- 
seas third markets in favour of Europe for the transitional period. This need would not be 
served by his proposal which limits preferential treatment of European goods to Europe. 
The old triangular pattern of trade which permitted the maintenance of equilibrium of 
payments between Europe and the U.S. by creating an export surplus for Europe in overseas 
territories depends on some such arrangement which need not take the form of tariffs (e.g. 
it might be accomplished by reciprocal long term purchase agreements). Mr. Harrod’s 
proposal, while contrary to I.T.O., does not solve the problem. With the changed attitude 
in the U.S. an effective plan might be carried out by modifying the Charter by two-thirds 
majority. In any case it is useless to pretend that his plans are in accord with his previous 
views. As noted above, a somewhat greater measure of candour and modesty in acknowledg- 
ing their change in point of view would have not only been more in keeping with academic 
standards but also nationally helpful. ; 

2 At least on the lines hitherto pursued, not excluding the currency reform recently 


ordered. 
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ments are permitted not merely between the Western European countries 
and associated area but also between that larger system and third markets. 
For in this extended transitional period (lasting until the productivity of the 
former area has increased so as to guarantee a tolerable standard of life even 
if exposed to competition with the high productivity of U.S. industry) 
the terms of trade must be turned in favour of the war-damaged areas of the 
world by commercial measures if a more equitable distribution of world real 
income is to be secured. 


ERRATUM 


BuLtetin, Vol. 10, No. 6, pp. 212-3. 
By an oversight a line was dropped from footnote 1 on page 213 i : " i 
The footnote should read : sd DAES S42 1D NES AR eee ad 
‘1. These are: the postulated rise in employment between 1938 and 1947 (which is 
certainly very far out), the values of two constants and seven variables in his equations for 
Melange 1938, the values of two constants and ten variables in his equations for Melange 
1947 and the postulated change, between 1938 and 1947, in productivity in agriculture and 
the sevice trades,’ 
; The sentence at the foot of p. 212 and the top of p. 213 which concludes with the words 
at least 11 separate and quite arbitrary assumptions’ should be changed to ‘ at least 
23 separate and quite arbitrary assumptions.’ 
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Mr. Worswick’s criticisms proceed on two lines. He seeks to show that 
my figures are subject to various margins of error; this I admitted quite 
frankly, while making the counter-claim that the substitution of correct 
figures would not affect the general nature of my conclusion. 

But Mr. Worswick also claims that by making changes which are ‘ alto- 
gether plausible’ in my assumptions, he obtains widely different results. 
This claim is the substantial point in his paper, and must be examined. He 
makes two attempts to justify it, by one of which he reduces the fall in con- 
sumption to zero and by the other of which he obtains a much greater fall in 
consumption. I shall begin with the former. 

This attempt is made in Section III. After a°lengthy analysis of my pro- 
cedure, Mr. Worswick throws out the idea that I might quite reasonably have 
written the profit index in col. i of Table IV at 42.3 instead of 47.3. He has 
satisfied himself that, if this were done, the alleged fall in consumption- 
would disappear. He does not give any reason for this substitution. But the 
reader will feel that, since my figures are by common agreement subject to 
margins of error, if a change in the profit index of this magnitude quashes my 
result, that result must be somewhat precarious. 

This damaging affect disappears if we examine more closely what Mr. 
Worswick proposes. Does he propose to alter the profit index from 47.3 
to 42.3 both in Table II and in Table IV ? I do not think it likely that this 
could be done, unless there is substantial error in Table IV of CMD 7371. 
But in view of possible errors in that, and in my own assumptions, I should 
not rule out such a change as entirely inadmissable. But such a double 
substitution would make no noticeable difference to my final result, and it is 
therefore clearly not what Mr. Worswick intends. 

His proposal is for something quite different, namely to leave 47.3 in 
Table II and at the same time to alter 47.3 to 42.3 in col. i of Table IV. 
Since he lets my figure in col. ii of Table IV stand, this involves raising the 
figure in col. iii, zbid. from 47.3 to 77.3,and it is this rise and this rise only 
that makes the big difference to the result. 

But what does this mean? It means that Mr. Worswick accepts my 
general index of profits, but that while the profits in 1947 accruing in 
respect of consumer goods and services sold in the home market are to be 
set down as only 65 per cent above the 1938 average of profits in Britain, 
and while profits arising in 1947 in respect of the sale of net additions to 
capital are to be set down as only 95 per cent above that average, profits 
arising from the sale of goods abroad are to be set down as 215 per cent 
above it. Mr. Worswick asks whether there is ‘any evidence to suggest 
that 42.3 is a less reasonable index than 47.3’. I retort to Mr. 
Worswick by asking for evidence to support the assumption of this 
huge difference between profits on the sale of goods at home and 
profits on the sale of goods abroad. And is it a fair use of language to 
call the assumption of this huge difference between the two rates of profit 
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‘altogether plausible’ ? It is necessary to emphasise that Mr. Worswick’s 
conclusion of ‘ no fall in consumption ’ necessarily depends on assuming this 
difference. It does not follow at all if he changes the profit index from 47.3 
to 42.3 throughout. He has to assume that profits accruing in 1947 in 
respect of goods exported exceeded the average of profits in British business 
1938 by more than three times as much as profits accruing in 1947 in respect 
of goods for home consumers exceeded that average. I put it that this assump- 
tion so far from being ‘ altogether plausible ’ is quite un-plausible. 

‘Three times’ is not the full measure of its un-plausibility. It must be 
remembered that both the profit indices, namely for goods for home con- 
sumption and for exports, reflect not only profits on the final article, but also 
all the profits made through all the intermediary processes of production 
from the raw materials onwards. Both these classes of goods use many 
common processed materials and components, both at the same prices, 
sometimes controlled prices. Consequently, to get Mr. Worswick’s indices, 
one would probably have to assume that the excess of profits in the final 
stages or near-final stages of production for export was six or more times 
the excess of profits made in corresponding stages of production for home 
consumption. Products for home consumption include those made on the 
replacement of capital goods ; and the index of profits retained by Mr. 
Worswick (147.7) in the production of net additions to capital is not very much 
higher. 

I am reluctant to introduce a censorious note into this rejoinder. But I 
feel bound to point out that Mr. Worswick’s mode of exposition is in danger 
of misleading readers. In Section I we are promised with some flourish that 
it will be shown that my test is consistent with ‘ no fall in consumption’ on 
‘altogether plausible” assumptions. In Section III, after an intricate 
mathematical discussion, which few other than those intending to make 
similar calculations themselves will follow in full detail, we have a separate 
paragraph as follows :— 

‘ Thus if the figure for profits in col. i of Table IV were 42.3 instead of 
47-3 Mr. Harrod’s fall in consumption would disappear. Is there any 
evidence to suggest that 42.3 is a less reasonable figure than 47.3 ?’ 

I have already indicated what the reader is likely to think. He will natur- 
ally imagine that Mr. Worswick is proposing a different index for profits 
generally ; it may escape him that what Mr. Worswick is in fact proposing is to 
retain my general index for profits exactly as it is but to introduce an excecd- 
ingly lop-sided division of them between the home and export trades. At 
the beginning of Section IV the reader is taken further along the path. 
‘ Obviously the allocation of profits in Table IV is one of the major mistakes 
in its construction, and it happens to be one which, if corrected, is bound to 
reduce, or even eliminate, the “ fall in consumption”’.’ The proposed 
amendment to my figure, advanced in Section III without support and merely 
to illustrate a possibility, has in Section IV become the correction of an 
obvious major mistake ! 
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What Mr. Worswick ought in propriety to have written was: ‘Is there 
any evidence to suggest that, granting that the profit index of 47.3 in Table II 
viz. the general profit index, is correct, 42.3 is a less reasonable figure than 
47-3 in col. i of Table IV?’ Translating this into what the reader is required 
to decide, he should have written: ‘ Is there any evidence to suggest that it 
is less reasonable to assume that the excess of profits in all the processes 
leading up to export in 1947 over the average profits in British business in 
1938 was more than three times the excess of profits in the home trade over 
that average, than to assume that the excesses of profits in the two spheres 
were equal.’ And the answer would be that, lacking evidence to the contrary, 
we must assume that it is much less reasonable. If Mr. Worswick had set 
the matter out so as to make it quite plain to himself and others what the 
alternatives he was proposing were, surely he would not have had the brass to 
suggest that the one was as reasonable as the other. 

I conclude that this attempt by Mr. Worswick to reduce my estimate 
of the fall in consumption by making ‘altogether plausible changes’ has 
failed completely. Mr. Worswick rightly points out that there is high gearing 
in my tables; that is so, and entails the need for caution; Mr. Worswick, in 
order to prove his point, has exploited this gearing in an indiscriminate 
manner. 

I am somewhat fortified by Mr. Worswick’s failure. His proposed change 
in my profit figures comes at the end of a lengthy and meticulous analysis 
of my method of weighting. If this is the only positive proposal he can make 
for turning my position, it must be extremely hard to turn. 

Before proceeding, one ought perhaps to pause in order to consider 
whether the Worswick suggestion may not, after all, be true. If he or Mr. 
Jackson could produce facts in evidence for such a surprising state of affairs, 
then, although my original thesis would be overthrown, my excursion into 
the field of calculation would have been well worth while—for it would have 
elicited a most useful bit of knowledge. The all-important problem of 
Britain’s external balance of payments would be shown to be much more 
readily capable of quick solution than many suppose it to be. If our exporters 
are in fact making these roaring profits on average over the whole range of 
goods that we are at present exporting—and I agree with Mr. Jackson that 
it would be to their credit, if they were doing so—then by being content 
with a smaller profit margin on other lines or in other markets, they should be 
able to make a great and quick increase in the volume and total value of our 
exports. Obviously such a discovery would be of vital importance in any 
consideration about the expediency of adjusting our foreign exchange rates. 

One of Mr. Worswick’s twin claims in Section I may be deemed to have 
been satisfactorily dealt with. There remains his other claim, namely that 
my method could be made to show a ‘ much greater’ fall in consumption. 
This, naturally, is not disturbing to me, as I argued that the fall in consump- 
tion might well be greater than my estimate. However, Mr. Worswick s 
attempt to justify this claim can be overthrown even more decisively. I 
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must analyse his attempt, because his proceedings under this head are tied up 
with another claim, expressed in somewhat heavy and pompous language, 
that he has discovered an internal ‘ inconsistency ’ or ‘ contradiction ’ in my 
figures. This is the subject matter of his Section II. All this long-winded 
reprimand proves to be quite incorrect, and is based on a simple mistake. 
There is no inconsistency ! 

I reckoned the cost cum profit of exports (of standard quality) per man 
year of employment, assuming efficiency to be unchanged, at 202.3 (base 
1938). This figure is admittedly subject to a margin of error. Mr. Worswick 
reaches a different figure, on what he claims to be my assumptions, and infers 
an inconsistency. But his figure relates to a different magnitude. He takes’ 
my figure for the increase in the labour force, and my weights (viz. 8: 1:1 
and 6: 1: 1) for the proportions of men employed in 1938 and 1947 on home 
consumer goods and services, on net additions to capital, and on exports, 
respectively, and by combining these figures arrives at a 30 % increase in the 
labour force working for export. Applying this to the increase in the total 
value of our exports, he infers that the value per man employed was 186.2 
(cf. my 202.3). He claims that I ought, on my own hypothesis, to use the 
figure 186.2 and that, in any case, my figures are inconsistent with one 
another. 

But the two figures relate to different magnitudes. His figure, for what it 
is worth, relates to actual exports as entered, mine to exports presumed to be 
of identical quality. If these two figures could be trusted, the ratio of 186.2 : 
202.3 would precisely measure the decline in the quality of our exports. 

But of course these figures will not bear the weight of such an interpre- 
tation. I am quite well aware of the imperfections of my figure. But these 
are trivial by comparison with those of Mr. Worswick’s proposed figure, 
which is obtained by a totally unreliable method, of a kind from which I may 
boldly claim (despite all the criticisms !), that my calculations are altogether 
exempt. Surely it is clear that my weights of 8:1: 1 and 6: 1:1 are the 
roughest of approximations. They are totally unfit to be used to measure the 
man power employed on exports. I used these rough weights because in the 
calculation in which they were used, it did not matter that they were rough. 
By their aid in Table IV.I obtained an index cost of exports of 202.3 Had I 
used, for 1947, 53: 1:1, and in all other respects worked Table IV out by 
the same method, my index cost of exports would have been 201.8. Had I 
used 63: 1: 1, I should have obtained 203.0. Obviously quite large errors in 
weighting would make little difference to my result. It is to be stressed that 
I used these weights only for the purpose of constructing Table IV. 

But Mr. Worswick would have me use them to measure the labour 
force in the export trade, and thereby compute the value of output per head; 
and he charges me with inconsistency and logical contradiction because I 
did not do so. With 6:1:1 Mr. Worswick obtains the figure of 186.2; 
with 5}: 1:1 he would have got 174.6; with 64: 1:1 he would have got 
197.8. These differences are not of a small order, and an error in the weight- 
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ing, if the weights are used for a calculation of that kind, has important 
consequences. 

Really this is too bad ! Here are all these many pages exhibiting elaborate 
statistical paraphernalia, interspersed with some rebukes about logical 
inconsistency, and yet, when it comes down to a simple piece of statistical 
practice, Mr. Worswick complains that I have not used a method which 
would be most crudely erroneous. It is no good putting forward all these 
finicky points, and making a howler on the central calculation. To put it 
bluntly, Mr. Worswick’s Section II is valueless; and his claim in Section I to 
show a ‘much greater’ fall in consumption is not substantiated. Thus 
neither of his claims in Section I is substantiated, and the main structure of 
his article falls to pieces. In view of the fact that Mr. Worswick reaches each 
of his two main conclusions by a major statistical error, and of the fact 
that my work has not been shown to contain (and, I venture to think, does — 
not contain) lapses of this order, it is for the reader to judge what importance 
he will attach to Mr. Worswick’s pontifical conclusion : ‘ In my opinion Mr. 
Harrod’s article contains no evidence.’ 

The question of quality seems to give Mr. Worswick difficulty. This 
vitiates his argument on that point in Section V. I drew a distinction be- 
tween exports and goods sold at home, on the ground that it is less easy to 
sell low quality goods abroad. My cost tables relate to goods of pre-war 
quality. When I reached the conclusion that the number of such goods 
appeared to be below that implied in the White Paper, I suggested that the 
discrepancy might be in part or in total accounted for by a decline of quality. 
Thus if the fall in consumption per head was 14 per cent, this may have meant 
simply a decline of 14 per cent in the quality of the same quantum of articles. 
All this assumed that the quality of exports was maintained in full. If that 
also fell and my figures are correct, the decline in home consumption was 
pro tanto greater than that shown by my arithmetic. 

I was, therefore, perfectly entitled, consistently with what I had already 
said, to suggest, with reference to the E.C.E. index, that the difference be- 
tween the level of output there indicated and that indicated by my calculation 
may have been due to a decline in quality. That would be consistent with the 
maintenance in the quality of our exports. 

In the concluding portion of Section III, Mr. Worswick refers to engine 
drivers and usherettes, claiming that, if the trains and cinemas are better 
filled than they were in 1938, output per head in those occupations has risen. 
It may be so in certain cases, where formerly there was a handsome margin 
of empty seats. On the other hand the quality of service has declined. In 
most cases travelling is now more difficult and exhausting. Queues outside 
cinemas, lengthy both spatially and in duration, are more frequent. Thus one 
consideration offsets the other and I do not presume to assess the correct 
answer. I do not think that Mr. Worswick has anything to build on here. 

In this connection it is worth drawing attention to a gloss by Mr. Jackson. 
I cited the various difficulties in the conduct of one’s private life as a factor 
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likely to make for reduced output per man in the ‘professions’, etc. Mr. 
Jackson says that ‘ the resulting decrease in the leisure of professional men 
may be very real but is irrelevant to the argument since no-one has yet 
thought of a way of imputing a value to leisure’. I suggest, on the contrary, 
that the main consequence of these discommodities is to reduce professional 
output. While of course there were many idle members of the occupied 
middle-classes in 1938, surely these were but a small minority. I suggest that 
the great majority were working near capacity, and consequently, that their 
additional burdens in private life will usually have resulted in decreased 
output. The idea that the majority of the middle-classes were enjoying a 
large margin of redundant leisure is surely merely a slogan of political 
agitators ? 

There remains Mr. Worswick’s Section IV. In this he assembles points 
on which my figures are liable to erorr. He is pushing at an open door. I 
never claimed that my calculations were more than a sketch. But I re-iterated 
that more accurate figures would make little difference to the result. I had 
thought of rounding all the figures to the nearest 10, a procedure which 
would have more effectively warned Mr. Worswick and Mr. Jackson off 
detailed criticisms. But had I maintained my rounding until Table IV, 
it would have rendered the technique of the test obscure. Meanwhile, Mr. 
Worswick has failed to re-but my claim that the margins of error are not great 
enough to invalidate the general conclusion. He has already given me, in the 
case of one set of assumptions (namely the weights for the distribution of 
labour), an opportunity to justify my contention that substantial errors 
in the weighting could have little effect on the final result. If I do not attempt 
to answer Mr. Worswick’s and Mr. Jackson’s criticisms in detail, I hope that 
will not be attributed to lack of courtesy; if I attempted to defend my 
choice of assumptions in detail, I should be putting myself in a false position, 
by implicitly claiming greater accuracy for my figures than they are supposed 
to have. 

I may be permitted, however, to mention a few points. Mr. Worswick 
argues that my taking imports c.i.f. involves ‘ double counting.’ This is not 
an appropriate expression to use for the assessment of weights. I considered 
whether to use imports f.o.b. or c.i.f. As the proportionate rise in imports 
c.i.f. appears to have been slightly greater than that in imports f.o.b., I 
loaded the case against myself—albeit only slightly—by taking imports c.i.f. 
Mr. Worswick says that profits and interest from foreign investments should 
be taken out; this is also an item in Mr. Jackson’s ‘ Mélange’. These should, 
of course, be taken out; since they have fallen, their subtraction would raise 
my other indices and thus strengthen my case, although not appreciably. 
Mr. Worswick has calculated the increase of employment between 1938 
and 1947 at 8 per cent as against my c.4 per cent; Mr. Jackson also mentions 
this point; this is the only one of the listed items likely to make an appreciable 
difference to my result; I gave warning in my original article that there 
might be an error at this point. I have considered other irrelevant items in 
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Mr. Jackson’s ‘ Mélange ’, but do not detect any that would lead to a notice- 
able error in the result. For instance civil service wages and salaries would 
have to have risen very greatly more or very greatly less than the average of 
wages and salaries in order to do so. 

Although I am reluctant to enter into detail, Mr. Worswick’s close 
examination has stimulated my interest in my own Tables, and I venture to 
make a correction, not under the pretence of straining for precise accuracy, 
but because the point is intellectually intriguing. In my guide to the tables, 
I inadvertently omitted to state what I had done about wages. To use Mr. 
Worswick’s convenient notation, I kept w/w, equal to w’,/w’, and w,/w3 
equal to w’,/w’3. (I also kept i/i, equal to i’; /i’). 

In the case of imports this was reasonable, implying that producers of 
consumer goods and of capital goods were equi-proportionally stinted owing 
to the shortage of imports.' But since the table is based on a man-year of 
employment, it was self-contradictory to stint any column of labour. Thus in 
the wages line, but not in the other lines, the index in each column of Table 
IV should be raised above the corresponding column in Table III inthe same 
proportion that the wage index in Table II is raised above that in Table I, 
despite the fact that the weighted average of wage indices in Table IV thus 
obtained will not be equal to the index in Table II. I have worked through 
the calculations on the basis of this change, but the only consequence is to 
reduce total consumption by 10.66 per cent instead of by 10.52 per cent. 

It is to be noticed that my weighting implies that, while producers for 
export used the pre-war quantity of raw materials per man employed on 
exports, producers for the home market were stinted and used less per man 
employed. Later I assumed that industry, in the narrower sense, had shown 
the same efficiency per man when working for the home market as when work- 
ing for export. But a stinting of materials would be likely to make efficiency per 
man lower, since one can only economise in needed materials by reducing the 
quality or quantity of output per man year. This factor, which would entail 
comparatively lower efficiency in work for the home market must be offset 
against those factors (usherettes, etc.) adduced by Mr. Worswick as likely 
to have caused a rise in efficiency in the provision of certain services. If on 
the other hand I was wrong in assuming that workers for export had not been 
stinted in the quantity of imported materials per man year of employment, 
my import cost index and thereby my total cost index per man year of employ- 
ment on exports was too high, and consequently the loss of efficiency per 
man year in production for export was greater than that shown in my calcu- 
lation. Whichever way one takes it, I have not allowed for the reduction 
of output per man year due to the reduction of imports, and I suspect that 
this factor may more than offset any increase of output by usherettes, etc. 

1 A similar formula should have becn applied to salaries and rents, but I used the crude 
method noted by Mr. Worswick instead, since this refinement in those cases would only have 
affected the second place of decimals. It would be quite inadmissable, however, to apply 


this crude method to wages, as Mr. Worswick suggests doing, since it is wrong in principle 
and would make an appreciable, though small, difference to the result. 
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Before passing comment on Mr. Jackson’s note, I must refer to his 
implication that I have shown lack of respect for the official statistics. I 
certainly did not intend to do so. I am fully aware of the meticulous care that 
is taken and of the objective spirit in which the work is done. I have recently 
expressed myself in this sense with reference to the Economic Survey, and 
my words would naturally apply a fortiori to CMD 7371. ‘ Still more may 
we congratulate ourselves,’ I wrote, ‘ that one may put implicit reliance in 
the figures, both records and estimates, as being trystworthy and scientific. 
This great pillar of social democracy, the reliability of official information, 
remains intact.’! Naturally I should not dream of setting the perfunctory 
methods used in my calculations, which are little more than jottings, in 
competition with the, high-powered statistical techniques of the Central 
Statistical Office. 

None-the-less, however excellent official sources may be, the citizen is 
not absolved from the duty of reflecting upon their meaning. This reflection 
led me to make some primitive calculations, which seemed worth publishing. 
I found difficulty in reconciling the rise in export prices, the rise in general 
costs and the rise in home prices. There seemed to be discrepancies which 
needed clearing up. 

I did not claim, as Mr. Jackson rather touchily puts it, the ‘ the govern- 
ment statisticians have been wrong all along the line’. I did not affirm that 
they had been wrong at all, since I acknowledged that my result might be 
entirely accounted for by a fall in quality, which they claimed to have been 
unable to take fully into the reckoning. But I did add that they might have 
erred on one point—not ‘all along the line ’—namely in using reported 
prices which were on average lower than the prices actually paid. Surely 
this is not an offensive, but a reasonable, suggestion. Mr. Jackson’s explana- 
tion of why the scope of this kind of error is narrower than I had supposed is 
interesting. 

I did also put out a ‘ challenge ’. It is based on the proposition that in- 
come accruing from the provision of goods and services is but another 
aspect of the cost, including profit, involved in providing those goods and 
services, and, thereby but another aspect of the prices of those goods and 
services. It appears to me that it would be desirable to use the income 
figures which we have as a double entry check upon any given price index 
that is used. If there is an apparent discrepancy, search should be made for 
its causes. It is to be hoped that my jottings will stimulate work on these 
lines. So far, they have only provoked unnecessarily lengthy demonstrations 
that they are but jottings—a fact which was admitted from the beginning. 

While I am prepared to re-iterate my tribute to the work of the Central 
Statistical Office, I cannot match it by any similar words of praise for Mr. 
Jackson’s note. I prefaced my own note by the following question: ‘A 
larger proportion of our resources is being devoted to export than before the 
war; a larger proportion is being devoted to capital outlay; a slightly larger 

1 Vid. Soundings, The Economic Survey, April, 1948, 
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proportion is being devoted to defence; a larger proportion is being devoted 
to the provision of services by the government, which fall outside personal 
consumption. The general testimony of producers is that output per man is 
somewhat down. . . . How then is it possible that personal consumption should 
not be down?’ I should have added to my catalogue that the volume of 
imports is down. The question quoted is a very pertinent question and by 
itself probably goes as far as my arithmetical gymnastics towards justifying 
the proposition that consumption must be seriously down. 

Mr. Jackson’s comment is: ‘ One rhetorical question deserves another. 
Has he (Mr. Harrod) forgotten that this country ran a deficit on foreign 
account of £675 million last year, compared with £70 million in 1938 ?’ 

What has the £675 million to do with my question ? Does Mr. Jackson 
suppose that £675 million’s worth of parcels of consumer goods (or of capital 
goods) rained down from aeroplanes without passing through the trade 
accounts ? £675 million is simply the amount of our adverse balance on 
current account. But the financing of this deficit by gold or foreign aid has 
not enabled us to divert resources away from the export effort; on the 
contrary more resources were there in 1947 than in 1938. Nor has it enabled 
us to enjoy a larger volume of imports. On the contrary, the volume was 
smaller. How then does the £675 million affect my question? We were 
devoting more effort to exports and getting less imports; the fact that we 
none-the-less ran up a deficit of £675 million on foreign account did not in 
any way mitigate the strain imposed by the diversion of resources to export, 
and by the reduction of imports, nor provide any means whereby, despite 
this strain, extra resources could be devoted to production for the home 
market. Of course, if we had not had the £675 million, we should have had 
to put still more effort into exports, and to reduce imports still more, and our 
production for the home market would have had to have been reduced to a 
still lower level. 

Why did we have to direct more to exports and import less, despite the 
provision of £675 million ? Mr. Jackson really knows, if we would pause to 
think, quite well. Before the war we had a net income from foreign invest- 
ments of £175 million, which brought us in gratis goods that at present values 
would cost us £436 million. In 1947 our net income from foreign invest- 
ments was only £50 million. In 1947 the British Government spent overseas 
net some £200 million more than in 1938. The worsening in our terms of 
trade much more than accounts for the remainder. None of these items of 
deterioration was mentioned in my list of factors making it improbable that 
consumption could have been as high in 1947 as in 1938; (save that one 
may debit some of our defence expenditure (overseas)—an item which I did 
not stress—to the £675 million). 

That Mr. Jackson, who has presumably devoted some thought to the 
problems suggested by CMD 7371, should bring in this £675 million quite 
irrelevantly to reply to my question is really a little disturbing. Mr. Jackson 
later states that my logic is not impeccable. But by a sheer logical blunder, he 
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wrongly brings no less a sum than £675 million into an account, with which 
he is supposed to be already well conversant ! 

In the passage cited Mr. Jackson allows himself to say :—‘ One rhetorical 
question deserves another.’ My question was not of course rhetorical, but 
was and remains quite serious, relevant and important. Apart from the lack of 
discretion in this remark, which we may pass by, it has far-reaching implica- 
tions. Homer may nod; and the most excellent statistician may be forgiven 
for bringing £675 million into his column by a slip. But did not Mr. Jackson 
know quite well, long before I raised the question, that it was a standing 
puzzle to thinkers upon the subject how we could reconcile the various tasks 
we are setting ourselves with our avilable resources, and that one of the 
primary purposes of the compilation of CMD 7371 was to throw light on 
precisely this? One may be surprised into a slip by a question that is new to 
one. But for Mr. Jackson this should surely have been a very old question. 
One is driven to the conclusion that he has been thinking more of the trees 
than of the wood, and that the need to draw these broader questions to the 
attention of the authorities is more urgent than I supposed when I wrote my 
original letter to the Economist. 

R. F. Harrop. 


AN ECONOMIC SURVEY FOR SWEDEN 


1. SURVEY OF THE SWEDISH Economy," 1938-39, 1946 AND 1947. 


As a starting point for the following analysis, an estimate of total supply 
and demand for the years 1938-9, 1946 and 1947 is given in the form of a 
balance sheet of goods and services in Table I. The supply side of the balance 
sheet contains gross national product at factor cost, plus indirect taxes, 
minus subsidies and total import of goods. The demand side contains 
domestic private gross investment, public gross investment, changes in 
inventories, total exports of goods and services, private consumption, and 
public consumption. The sum of the items on each side of this balance sheet, 
where various items have been calculated gross, does not correspond to 
national income. Net national income for 1947 can be calculated to have 
been about 20 billion Swedish kronor. 


TABLE I. 


A Preliminary Estimate of Total Demand and Supply. 
(Millions of kronor) 


Supply 1938-39 1946 1947 

1. Gross national product at production 
costa er ae a ‘ 11,808 21,499 23,029 
2. Plus indirect taxes + ice cae 677 1,867 1,725 
3. Minus subsidies ae ath as —71 —308 —387 
4. Imports... a = sie 2,267 3,386 5,200 
5. Total supply (gross) ... ants ane 14,681 26,444 29,567 

Demand 

6. Private domestic capital formation... 2,070 4,157 4,701 
7. Public domestic capital formation ... 798 1,845 2,007 
8. Changes in inventories “5h =e +250? +100? + 500 
9. Exports of goods and services oi 2,219 3,292 3,805 
10. Private consumption _— piss 8,264 14,863 16,192 
11. Public consumption ... ae one 1,080 2,187 2,362 
12. Total demand a. wes Bee 14,681 26,444 29,567 


The current value of gross national product at factor cost increased by 
95 per cent between 1938-39 and 1947. Since the volume of employment 
increased by about 10 per cent during the same period, the increase in the 
value of production per employed worker was roughly 75 per cent. This in- 
crease is largely accounted for by the increase in prices. Available statistical 
material does not permit a more precise determination of the development of 
productivity. It is, however, likely that productivity within the economy— 
national product per employed worker, measured at constant prices—has not 
risen appreciably above the pre-war level. 

The.share of gross capital formation in the domestic demand for goods 
and services (capital formation and consumption) amounted to 26.5 per cent 
in 1947, as compared with 23.5 per cent in 1938-39. 

1 An economic survey for Sweden for 1948 has now been published. It has been prepared 
for a special government committee, headed by Dr. Karin Kock, who is a government 
minister without portfolio. The calculations and analysis, however, are mainly the work of 


the members of the staff of the Economic Research Institute (Konjunkturinstitutet) in 
Stockholm. 
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A significant increase in inventory accumulation took place during 1947 
which amounted to at least 500 million kronor; much of this increase may be 
attributed to an expansion of clothing inventories among dealers. 

Earlier investigations have indicated that the consumption standard per 
capita for food and clothing during 1946 hardly exceeded the 1937-39 level, 
while the real consumption of certain other goods and services, such as news- 
papers, railroad-travel, bicycles, radio sets, and telephones, was significantly 
above the pre-war level. Assuming that the quality of consumption goods 
has not changed significantly since the pre-war period, the per capita volume 
of consumption during 1947 was probably about 10 per cent above the pre- 
war level. This conclusion is not inconsistent with what has been said above 
concerning changes in productivity, since the number of those employed 
increased by about 10 per cent over the period, while the total number of 
consumers increased only by about 5 per cent. 


2. FOREIGN TRADE 


The value of imports and exports has been very high during recent 
years; imports during 1947 amounted to 5,200 million kronor, while exports 
amounted to 3,220 million kronor. Calculations relating to the volume of 
trade reveal that the volume of imports in 1947 lay roughly 30 per cent above 
the 1936-38 level, while the volume of exports remained at about three 
quarters of the pre-war level. 

It can be seen from Table II that the composition of imports 
during 1947 was similar to the pre-war composition. Consumption goods 
were imported immediately after the war to a somewhat greater extent than 
during the years immediately preceding the outbreak of war, but their share 
in total imports fell in 1947 to approximately the same level as before the 
war. 


TABLE II 


The Composition of Imports 


millions % millions % millions % 


of kronor of kronor of kronor 
1936-38 1946 1947 
Consumption goods mes xen oe 414 21.3 908 26.8 1,147 22 

ofwhich food .. ... -. ww. 177 91 492 14.5 537 ioe 
Raw materials... ss 1,010 52.0 1,741 51.4 2,679 51.7 
of which for consumption goods... .... 537 27.7. 912 «26.9 1.454 28.0 
Machines “u's see ATL ed eee ee 
Fuel, oll, etc. ws, aes) aes, we OE ELSE) OG ogo ain 
Other commodities ... ee &:% i aos AL | 62 1.8 97 1.9 
Total... oe, sd O82 100 ae Ta See ey 


The composition of exports is shown in Table III. The increase in the 


share of paper and pulp, as opposed to that of lumber, is largely explained by 
relative price changes. 
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TaBLE III 
The Composition of Exports 


millions % millions % millions % 


of kronor of kronor of kronor 

1936-38 1946 1947 
Lumber Be as aie sate fom ELLO ARS 291 11.4 348 10.8 
Pulp (mechanical and chemical) ... soe SR 19.8 586 23.0 877 LN | 
Paper, cardboard, etc. =. ate mo 48 8.3 353 13.9 489 15.2 
Iron ore, metals, etc. See wd: ... 494 lsd, 459 18.0 567 17.6 
Machines and instruments as vay L74 9.7 352 13.8 391 Wh 
Means of transportation ... Ans saoh “UTA. 4.1 114 4 170 o.3 
Other commodities ... ee ie = aols 18.1 392 15.4 378 ab Ney) 
Total is nee ol. £80 100 100 


2,547 100 3,220 


Apart from exports, the most important source of Sweden’s foreign in- 
come has been its merchant marine. Gross income derived from the merchant 
marine during 1946 amounted to 850 million kronor; if a deduction is made 
for expenditures of Swedish ships in foreign ports, the net contribution of the 
merchant marine to the current balance of payments is estimated at about 550 
million kronor. Statistics relating to this item are not available for later years, 
but the size of the merchant marine has increased, and even if freight rates 
have declined somewhat, the amount of income derived should remain at 
‘about the same level during 1947 and 1948 as during 1946. To this amount 
must be added expenditures made in Sweden by foreign ships for the use of 
port facilities, loading, repair, etc. ; such expenditures may be calculated 
to have amounted to 70 million kronor in 1946 and to 65 million kronor in 
1947. Net income from other current invisible items in the balance of 
payments, such as tourist, patent and insurance expenditures, and interest 
payments, amounted to 125 million kronor in 1946 according to calculations 
by the Riksbank; on the other hand available information seems to indicate a 
net deficit of 65 million kronor for such items during 1947. 

If the deficit in the 1947 balance of trade, 2,000 million kronor, is reduced 
by the amount of net income obtained from other current items, a figure of 
1,400 million kronor is obtained, which represents the total deficit in the 
current balance of payments. This amount approximately corresponds to 
the decline of Sweden’s gold and foreign exchange reserves, which was 
confined almost entirely to a decrease of holdings of gold and ‘ hard cur- 
rencies ’. 

Import plans for 1948 have been drawn up on the basic assumption that a 
balance between current income and expenditure must be attained. The 
key factor in such plans has been a higher export target for 1938, increasing 
exports to 3,675 million kronor. Allowing for net income from shipping and 
deliveries against credit and balancing a few extraordinary payments by 
Sweden with repayments of previously granted credits, one arrives at the sum 
of 4,300 million kronor as the amount available to Sweden for imports (c.1.f.) 
during 1948. 

Imports from ‘ hard currency ’ countries during 1948 will be cut down to 
about a half of their value during 1947, when they amounted to approxim- 
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ately 2,800 million kronor. ‘ Hard currency ’ countries are considered to 
include all the countries in North, South, and Central America, as well as 
Portugal, Switzerland, the Soviet Union, Germany, Turkey, Japan, etc. 
Total imports from the sterling area amounted to 750 million kronor during 
1947, and it is expected that they will increase to about 1,200 or 1,300 
million kronor during 1948. Imports from other countries are expected to 
be slightly greater in value during 1948 than during the preceding year. 

The following figures represent the value of imports and exports in 
millions of kronor calculated in terms of the average price level prevailing 
during 1947, thus representing volume figures (million kronor) : 


1946 1947 1948 
Imports Es = site iss a 3,725 5,200 3,900 
Exports ats aoe sas eae 36 3,056 3,220 3,340 


3. INVESTMENT 


Investment has been calculated gross, that is to say, including replace- 
ment, maintenance, and repair. Changes in inventories or in the volume of 
goods in process are not included. It has been estimated that mainten- 
ance alone accounted for 30 per cent of a total of 6.7 billion kronor of gross 
investment (according to the above definition) for the year 1947. 

Total gross investment (in money terms) increased by 24 per cent 
between 1945 and 1946 and 12 per cent between 1946 and 1947. Investment 
activity has been especially great within manufacturing industry, particularly 
within industries producing capital goods. 


TaBLe IV 
The Estimated Volume of Investment Activity, 1945-1947 


. 1945 1946 1947 
Public gross investments. 
Investments of the central government ... 1,254 1,205 1,267 
of which : non-military wae wee 406 573 682 
military =n ae aS. 702 451 368 
Investments of local authorities ... ae 500? 640? 740 
é _ Total es dee ee 1,754 1,845 2,007 
Private gross investments. ; 
Residential building aa ae xe 1,420 1,558 155 
eee a ee 1,049 1,588 1930 
Agriculture (machines and construction)... 253 362 "386 
Means of transportation ... eats sf 303 559 735 
Other ves oes sts ai ses 73 90 95? 
_ Total ar xa aan 3,098 4,157 4,701 
Total gross investments ne aries 4,852 6,002 6,708 
of which public and private residential i : 
building... a “ss ess ews 1,456 1,608 1,691 


Practically the entire volume of building and general construction 
activity has been subject to direct regulation during recent years. Investments 
in this field subject to regulation amounted to 3,280 million kronor in 19 
some controlled by general building permits, the rest, more Hand 
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by means of specific permits. Investments made during 1947, that required 
the issue of special building permits, amounted to 2,380 million kronor. 

With respect to 1948, a forecast has been made for such forms of invest- 
ment as do not require the issue of special building permits, and a budget has 
been prepared with respect to those investments that do require such permits. 

The forecast of the volume of investments that are not directly controlled 
indicates that the total value of such investments can be expected to be as 
great in 1948 as they were in 1947. A decline in investment in 
automobiles is counterbalanced by an increase in investment by central 
and municipal government. After making an adjustment for increased 
prices, the real volume of investments which do not require special permits, 
will be 50 million kronor less in 1948. 

A budget for building activity controlled through the issue of special 
building permits is summarised in Table V. The second column contains the 
costs of new building construction which will be carried out during 1948, if 
new building permits are issued to the extent indicated in the third column. 
The figures in the third column are considerably lower than those in the 
second column because a sizeable backlog of previously issued building 
permits had accumulated. 


TABLE V 


Investment Budget for Building Activity Requiring the Issue of Special Building Perinits, 1948 
Millions of kronor 


Est. vol. of Planned vol. of The building- 


Sector building activ. building permit budget 
1947 1948 for 1948 
A. Residential building... 1,450 1,150 820 
B. Building construction for agriculture, 
lumbering and the fishing ee 60 55 355 
C. Manufacturing mews 5‘ 360 280 175 
D. Power plants... . ee fs 80 95 50 
ib arade™ sac. : : 35 35 35 
F. Communications and transportation .. 80 105 60 
G. Administration, social purposes, etc. 70 85 60 
H. Schools, churches and other public 
buildings See 5. ate ee 70 100 80 
I. Roads, etc. se Boe ae awe 155 140 120 
J. Military ... a Bee or Sue 20 20 20 
Total nas eas 58s 2,380 2,065 1,455 


Since an additional reduction in building activity may be expected for 
repairs; the total decline in the value of building and construction should 
amount to about 400 million kronor and free about 20,000 workers, so that a 
greater degree of balance may be attained between the demand and supply 
of building materials. 


4. CHANGES IN INCOMES DURING 1947 AND 1948 


Calculations have been made concerning the development of average and 
total income for different groups during recent years, and these figures have 
been utilised as a basis for the analysis of changes in demand for consumers’ 


goods. 
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It is estimated that the total number of income earners has increased by 
30,000, or 1 per cent, from 1946 to 1947 and will increase by 18,000, or 0.5 
per cent, from 1947 to 1948. 

Average income per employee has been calculated to have risen by 13 per 
cent from 1946 to 1947 and by g per cent from 1947 to 1948. The latter 
increase can be explained both by wage increases that occurred during 1947 
(partly unconnected with wage agreements and as a result of employers’ 
competition for workers) and by wage increases granted in connection with 
the framing of new collective contracts at the beginning of 1948, taking no 
account of possible additional wage increases during the remainder of 1948. 
While the increase in average income in manufacturing was relatively large 
between 1946 and 1947 (14 per cent) the increase between 1947 and 1948 
has been estimated to amount to only 6 per cent. 

Total income received by different groups is summarised in Table VI. 
It is estimated that farmers’ income remained unchanged between 1946 
and 1947, partly as a result of unfavourable crop conditions during 1947. 
It is anticipated, however, that it will increase by 200 million kronor 
(14 per cent) between 1947 and 1948, as a result of a recent agree- 
ment between the government and two large associations representing 
Swedish farmers under which it was stipulated that agricultural prices would 
be permitted to rise to the extent necessary to raise the farmers’ net income 
in proportion to the increase in wages for farm labour. In the absence of 
definite information it is further assumed that average income for non- 
agricultural enterprise remains the same for the years 1946-1948 inclusive. 
Total money income for employed workers and salaried employees,which 
increased by 1,520 million kronor (15 per cent) between 1946 and 1947, is 
expected to increase by an additional 1,160 million kronor (10 per cent) 
between 1947 and 1948. On these assumptions the total increase in 
income between 1947 and 1948 may be expected to be 1,420 million kronor, 
which figure may for various reasons by rounded off to 1,500 million kronor. 


5. CONSUMPTION 


Consumption estimates have been prepared by three separate methods : 
(1) an estimate of the probable supply of different types of consumption 
goods; (2) an indirect calculation of private consumption by deducting 
investments, public consumption and exports from total domestic production 
plus imports; and (3) an estimate of the demand for consumption goods 
based on the income statistics for 1948, discussed in the preceding section. 

(1) It is estimated that the supply of food, tobacco, and alcoholic beverages 
is likely to decline by about 360 million kronor between 1947 and 1948. 
More than three-fourths of this reduction will result from a decline of 
imports of fresh and dried fruits, coffee, etc., while the remainder will 
result from a decline in the domestic production: of butter and meat as a 
consequence of the poor crops of 1947. The total consumption of food 
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should therefore decline from 6,721 million kronor in 1947 to 6,361 million 
kronor in 1948 (at 1947 prices). 

The consumption of fuel and light will increase by about 70 million 
kronor. The increase in house ‘ consumption’ will be determined by the 
net increase in the construction of new dwelling units. It is anticipated that 
the consumption of clothing will fall slightly, primarily because of a decline 
of imports of finished clothing from ‘ hard currency ’ countries. ‘The reduc- 
tion of imports from ‘ hard currency ’ countries will also affect other fields of 
consumption, and reduce total consumption by about 200 million kronor. 

Total supply of consumption goods (at constant prices) available in 1948 
will amount to 15,700 million kronor, compared with an estimated value of 
consumption for 1947 of 16,200 million kronor. 

(2) It is assumed that the gross national product will increase by 300 
million kronor between 1947 and 1948. This corresponds to an average in- 
crease in productivity of between 1 per cent and 2 per cent; account was taken 
in making this calculation of the decline in agricultural production resulting 
from bad crop conditions, and the retarding effect of the shortage of elec- 
tric power. Imports are expected to decline by 1,300 million kronor (25 
per cent) in terms of constant prices. In Table VII it is assumed that in- 
direct taxes and subsidics would remain unchanged, all figures being 
expressed in 1947 prices. 

The total supply of goods and services is distributed among the various 
types of use: investments, exports, changes in inventories and public and 
private consumption. Investments were estimated to decline by 450, exports 
at constant prices, to increase by 105 million kronor. Public consumption 
will increase from 2,362 million kronor in 1947 to 2,400 million kronor in 
1948; the greater portion of this increase results from rises in wages and 
prices and only a small portion from an increase in the level of real con- 
sumption. If these three items are deducted from total supply, private 
consumption can be estimated to equal about 16 billion kronor, if real con- 
sumption during 1948 is to be maintained at the 1947 level. This rate of 
consumption would reduce inventories by 200 million kronor. 


TaBLe VII 
Estimate of Total Demand and Supply, 1947 and 1948 
Millions of kronor 


Supply 1947. >=) 1948 


u ' Change 
1. Gross national product coe es 23,029 23,329 + 300 
2. Imports <5 a, Ay fem 5,200 3,900 —1,300 
3. Indirect taxes ae os ae. 1,725 1,725 at 
4. Subsidies x oe es ae ---387 —387 <= 
5. Total supply — .% oat 29,567 28,567 —1,000 

Demand 
6. Gross investments... Kae an 6,708 6,258 —450 
ve Exports a ae ie ats 3,805 3,910 +105 
8. Public consumption ... mae peal 2,362 2,400 + 38 
9. Changes in inventories Rae ae + 500 —193 —693 
10. Private consumption hee a 16,192 16,192 


11. Total demand wae a <n 29,567 28,567 —1,000 
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(3) While the supply of goods, measured at constant prices, will remain 
unchanged during 1948, monetary demand will increase. Financial measures 
of the government, such as lower taxes, higher old age pensions, and the 
new family allowances, will lead to an increase in disposable income of 
about 1,000 million kronor during 1948. After a deduction of 200 million 
kronor for increased savings out of this increase in disposable income, roughly 
800 million kronor remains as the measure of the net increase in consumption 
demand. Further, incomes of employers, employees and others will, as stated, 
increase by about 1,500 million kronor, and, after allowance for direct taxes 
and savings, generate a net increase in consumption demand, of about 1,000 
million kronor. ‘Thus, while the supply of consumption goods will remain 
substantially unchanged, demand may be expécted to increase by about 
1,800 million kronor. 

At the present time, however, the level of prices is somewhat higher than 
the average level prevailing during 1947; this increase amounted to about 
3 per cent according to the Riksbank consumption price index (after deduct- 
ing indirect taxes and adding subsidies). This increase in prices implies an 
increase in the value of consumption goods and services available during 
1948, as against their value during 1947, by 500 million kronor, and the gap 
between demand and supply is thereby reduced to 1,300 million kronor. 

Furthermore, new indirect taxes became effective during the current 
year, which were expected to increase government revenue during the budget 
year 1948-49 by 500 million kronor. The increase during the calendar year 
1948 will be limited to 300 million kronor, and 250 million of this amount will 
arise from taxes on consumption goods. According to an earlier decision 
of the government, subsidies were to decrease during 1948; in accordance 
with this decision rebates on butter and milk were terminated at the beginning 
of 1948, and subsidies introduced in connection with bad crop conditions 
during 1947 were to be abandoned by September 1st, 1948. Subsequently, 
however, new subsidies were introduced, partly on agricultural products 
and partly on cotton, hides, and fuel, which should amount to between 170 
and 180 million kronor during the period of a year from the date of their 
introduction and to between 70 and 80 million kronor during the calendar 
year 1948. As a result, the total amount of subsidies will be as large during 
1948 as they were during 1947. Indirect taxes minus subsidies will thus be 
250 million kronor greater during 1948 than during 1947, and the value of 
supply will consequently be increased by that amount. The gap between 
demand and supply is thereby reduced from 1,300 million kronor to 1,050 
million kronor. . 

Finally, it is not unlikely that an additional increase in prices will occur 
as a result of a recent agreement concerning agricultural prices, increased 
import prices, etc. The government has indicated its intention to hold down 
such price increases as much as possible. It is expected that such price 
increases will raise the value of consumption goods and services by an 
additional 200 million kronor. Asa result of these considerations, one arrives 
at a ‘ consumption gap ’ for 1948 of about 850 million kronor. 
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6. GENERAL EQUILIBRIUM 


The analysis of the gap between demand and supply can also be presented 
in the following manner. Factors increasing the gap during 1948 : the decline 
in last year’s import balance of trade (1,400 million kronor); the decline in 
taxes, increase in old age pensions, and the new family allowances will raise 
disposable income (1,000 million kronor); and the increase in the income of 
farmers and other wage earners (1,500 million kronor). On the other hand the 
surplus of demand will be reduced during 1948 by an increase in production 
(300 million kronor); an increase in saving from income received from old 
age pensions, family allowances, etc. (200 million kronor); direct taxes and 
savings from the increased income of wage earners and farmers (500 million 
kronor); a cessation of the previous year’s increase in inventories (500 million 
kronor); a decline of investment (450 million kronor); an increase of indirect 
taxes minus subsidies (250 million kronor); the increase in prices that has 
taken place since 1947 (500 million kronor); finally an expected future in- 
crease in prices (200 million kronor). The total net result is a difference 
of 1,000 million kronor. Previously a decline in inventories of 200 million 
kronor was assumed; if this is taken into consideration here the difference 
becomes 800 million kronor. 

It must be emphasised that an equilibrium between demand and supply 
cannot be created merely by allowing the surplus of demand to find expression 
in a rise in prices. It is obviously true that an increase of prices could absorb 
the primary surplus of demand, but at the same time it tends to create a 
“secondary” surplus when the increase in prices is conditioned primarily 
by the demand situation prevailing in the market with the result that enter- 
preneurial incomes increase and a strong inducement is created for further 
wage increases. 

A price and income stabilisation, which could be put into effect in con- 
nection with a recent agreement concerning a stabilization of the salaries 
of civil servants, could on the other hand help to allay expectations of a future 
price rises. Such a stabilisation would probably influence entrepreneurial 
investment decisions in a manner which is favourable to the main- 
tenance of equilibrium. In addition it might also create the conditions 
favourable to an increase in voluntary savings. 

The various estimates are inevitably subject to a considerable margin of 
error. There is no doubt, however, that an appreciable gap exists between 
the total demand for and supply of goods and services. Several measures have 
already been taken to reduce this disequilibrium in the economic system. 
The most important of these measures have been the maintenance of a sur- 
plus in the budget through the imposition of new indirect taxes and a limita- 
tion of the volume of investment by means of building regulations. In 
addition, a partial sterilisation of corporation profits and certain credit 
restrictions will be put into effect, which will also tend to restrict investment. 


Gustav CEDERWALL. 


THE INCREASE IN THE MIDDLE-CLASS COST-OF-LIVING 
SINCE BEFORE THE WAR 


In the May issue of the BULLETIN I calculated an index number (with a 
pre-war base) for working-class purchases of each commodity group, which 
was the index number the Ministry of Labour apparently used when choosing 
the weights to be assigned to the commodity group concerned in the new 
Interim Index of Retail Prices. Let us call this price index i’ (1938100) 
and the pre-war working-class expenditure on the commodity group E’; 
let i” and E” be respectively the middle-class price index (1938—=100) and 
the middle-class expenditure before the war for the same commodity group ;! 
and let i be the national price index (1938=100), i.e. the weighted average 
of the price indices for working-class and middle-class purchases.? Then : 

(ee Re cE Aimer. “Che cov ceri nes aitehshnied 775 
E’ + E’ 

E’ and E” were estimated in the June issue of the BULLETIN. We have 
one set of price indices for the whole population (i) in the National Income 
White Paper.3 But these are current-weighted indices, and we need indices 
with 1938 weights to use in formula (1). Estimates of the necessary indices, 
which are in most cases derived from those of the White Paper, are given in 
Appendix A. The increase in the cost of middle-class purchases, i”, can be 
estimated as the only remaining unknown. The middle-class price indices for 
each commodity group found from formula (1) can then be weighted by the 
distribution of middle-class expenditure shown in the June issue of the 
BULLETIN, to give an estimate of the weighted average increase in the cost of 
all middle-class purchases. 

The results, given fully in Appendix A, show index numbers (1938 = 100) 
of 168-9 for the whole public, 161-2 for the working-class and 177-8 tor 
the middle-class. 

It is argued in Appendix A that the middle-class cost-of-living index-is 
not subject to a downward bias, but may on the contrary have a slight upward 
one, as a result of financial and other restrictions, because the middle-classes 
have been able (indeed compelle@) to spend a relatively higher proportion of 
their expenditure than before the war on goods whose price has risen less 
than the average. It is, of course, still true that the index understates the cost 
of maintaining pre-war satisfaction, but it is not inappropriate for measuring 
the reduction in middle-class living standards. There is also, however, a 
probable further upward bias due to the technique of constructing the 
index. Since it is likely, as explained in the previous paper, that necessities 
are over-represented in the working-class budgets, it is also likely that the 
middle-class weights, found by subtraction, over-represent luxuries, which 

‘1 Middle-classes ’ are defined as in the previous paper, to be those with salaries above 
£250 p.a. in 1938, proprietors of businesses and those living on investment income (other 


than retired members of the working-classes) together with dependents. 
2 Since ‘ working-class ’ and ‘ middle-class ’ have been defined so as to cover the whole 


population. 
3 Cmd. 7371 Table 21. 
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are precisely those commodities whose prices have increased most.t On the 
other hand, the bias due to deterioration in quality, which is inadequately 
reflected in price indices, is the other way.» The White Paper indices (on 
which the calculations rest) may understate the price rise in particular fields, 
but it seems impossible to measure the amount of understatement. On 
balance, since the biassing forces act in opposite ways, the middle-class index 
may not be very inaccurate. It can be kept up to date by linking it to the 
Official Interior Index of Retail Prices as follows : 


Middle-class cost-of-living, mid-May 1948 


Group Index (1938=100) 
Tae Poodia ge BE iad By 332 we ae Be we 182 
II. Rent and Rates ee bats id ae Se san seh 109 
III. Clothing and Footwear ie rea ate cee waa he VA 
IV. Fuel and Light ae act oes re oe ve re 158 
V. Household Durables ... nate at aa’ wae wok eer 251 
VI. Miscellaneous Goods ... ie, ay: ee = aes ace 224 
VII. Miscellaneous Services aes sisis ae 2éz 23 36 161 
VIII. Drink and Tobacco ... a =A = _ wit or 294 

Totaly 223 ree tes ree hte we ae 190-1 


The ‘ middle-classes ’ however cover a very wide range of the population. 
The previous paper in this series contained tentative estimates of the division 
of middle-class consumption. These estimates enable us also to indicate 
the different increases in the cost-of-living of some broad sections of the 
middle-class. This is attempted in Appendix B, which shows a wide dis- 
persion of indices. The cost-of-living of the ‘lower’ middle-class was in 
1947, on average, 66 per cent above 1938, and of the ‘ upper’ middle-class 
on average 85 per cent above 1938 (the dividing line between ‘ upper’ and 
‘lower’ being the £500 income level in 1938). Both lower middle-class 
salaried staff ({250-{500 in 1938) and salaried staff as a whole seem to have 
faced an increase in the cost-of-living of approximately the national average 
of 68 to 69 per cent by 1947. The general rule appears to be that the higher 
a social group was in 1938, ceteris paribus, the greater has been the increase 
in the prices of their customary purchases since 1938.3 Our calculations refer 
only to a few broad social classes, but because of the continuous increase 
in the proportion of expenditure spent on luxuries as income rises 
(according to Engel’s Law), this rule indicates the more general proposition 
that the higher the income of any individual in 1938, ceteris paribus, the 
es has been the increase in the price of his customaty purchases since 
1938. 

These index numbers can also be brought up to date by calculating 
weights for the base date (June 1947) and using the price increases for differ- 


* Conversely, the under-representation of luxuries may be another reason why thi 
‘working-class index understates the increase in prices, in additi those alrea: nul 
the May BULLETIN. ; ves ne rcs see 

2 Cf. the working-class index for which both s of bias 
Vel 1B) a 144), type: work the same way (BULLETIN, 

3“ Higher ’ refers merely to the customary concept of the relative iti i 
social strata, and does not imply a value judgment Ey eee ae 
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ent commodity groups shown by the Interim Index of Retail Prices. The 
results so obtained are as follows :— 


Cost-of-living of Different Social Strata (1938=100) 


J 1047 M Mois (2)-(1 ae f (1 
une a -—(1) as %o 
Working-class? ar ea ae ae 161=2 174 oe 78° a 
Lower middle-class... sis Si --- 166-7 179 73 
Clericalemployees_... aes ae coe LOS 180 GZ 

All salaried personnel... one be --- 169-70 182 1S) 

Upper middle-class... 208 Soe .. 185-6 198-9 7.0 


It can be seen from the last column that since the middle of last year the 
principle noted above (the higher the social class the greater the rise in the 
cost-of-living) has not applied, and the reverse may even have been true, 
because of the relatively large expenditure on food, fuel and light, and drink 
and tobacco by the poorer classes. This reversal has operated since much 
earlier. The April 1947 Budget, for example, increased working-class cost- 
of-living much more than middle-class. Some approximate calculations 
in a previous paper indicate that in fact the national average cost-of-living 
did not rise any faster than the working-class cost-of-living after 1943.3 The 
course of relative prices has been as follows : From 1938 to 1940 the working- 
class and middle-class cost-of-living rose about equally ; from 1941 to 1943 
the middle-class cost-of-living moved ahead much more rapidly ; from 
1944 to 1946 they moved at about the same pace once more, and since 1946 
the working-class cost-of-living has probably risen slightly the faster,+ 
though the middle-class cost-of-living still shows a considerably greater rise 
since pre-war than does the working-class cost-of-living. 


1 The estimates in this column are not, of course, correct to the decimal place, which is 
shown merely to indicate the difference between the recent rates of increase of the different 
groups. (They are calculated directly from indices of sections of the official index, and the 
weighting systems, shown in Appendices A and B). 

? 1937-8=100. P 

3 BULLETIN, Vol. 9, p. 248. Table XVII, first two lines. ; 

4 Oddly enough in fact prices changed to the advantage of the working-class under the 
Coalition Government and, if anything, slightly to the advantage of the middle-class under 
the present Government. 
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APPENDIX A 
Working-class and Middle-class Price Indices 


In order to substitute for i in formula (1) we want the increase in the 
cost of buying the 1938 total public purchases of a commodity group, 2.e. 


Zpoan(?) 

____\Po/ which equals Pio» and is a 
Poo ZPodo 

‘ Laspeyres ’ type index. What the National Income White Paper provides is 

x 2Podi ) : 

“Pidi 5, __—-\Po/ a ‘ Paasche’ type index. Let us call (poq:i—poqo) for 

Pod Pod 


each commodity ‘d’, and py ‘7’. Then the difference between the two 
Po 


following the usual notation, 


indices is Fo provided we assume Lpoqo=2Podi, so that Sd=o=d. 
This is equivalent to ignoring the difference between the indices due to 
changes in the total of the weights used (and in fact such changes do not 
affect the index numbers), so as to concentrate our attention on the difference 
due to changes in the distribution of weights. By substitution in the 
formula for a correlation coefficient it follows that 

Pdi ik 2Pigo — Wancaon 

Speed pci ink ooaallacet ae ae (2) 
In other words the extent of the difference between the Paasche and Laspeyres 
index numbers depends on (a) the correlation between changes in relative 
purchases of each commodity (at 1938 prices) and the price relatives for each 
commodity (rg7), (b) the dispersion of relative changes in expenditure on 


each commodity ea and (c) the dispersion of price relatives (¢z). 


Which of the two indices is the greater depends only on (a), since the sign of 
Igx determines the sign of the right hand side of (2). 

Under ordinary circumstances, because goods whose prices rise slowest 
are bought instead of other goods, rj, is negative, and the Paasche index will 
be smaller. But if people are prevented by rationing and shortages from steer- 
ing their purchases to the goods which have increased least in price, ryq 
may be positive, and the Paasche index may be greater than the Laspeyre. 

Values for i in formula (1) were found as follows. We have to use the 
Paasche index number as an approximation to the Laspeyres index for Rent 
It may be that this does not involve much inaccuracy since rent movements 
have been small and uniform.! In the case of a number of other commodity 
groups, we can weight individual price relatives given for sections of the group 
by the 1938 expenditures to give us for the group a weighted average which 


1 When ‘ Rent’ is considered in the rather restricted sense used i i 
he idere : 4 used in the W 
In addition, of course, the ‘ weights ’ for different types of houses are virtually wen cee 
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will only be inaccurate in so far as r;, for each section differs from zero (e.g. 
Tobacco, Alcohol, Fuel and Light,t Clothing and Footwear, Household 
Durables, Miscellaneous Household Goods, Reading Matter, Motoring and 
Travel, and Communications). This method eliminates much of the error 
caused by using Paasche-type indices for Laspeyres-type since ¢, and cq 
are in fact likely to be small for sections of commodity groups. In the case 
of three groups, Entertainments, Miscellaneous Services and Miscellaneous 
Goods, we have to use the White Paper Paasche indices because of the 
absence of others, introducing an unknown amount of error, but one which 
should not greatly affect the final index. 

To use the National Income White Paper index for Food would introduce 
a serious error, which would appreciably affect the total index for all con- 
sumer’s goods. Unfortunately, the White Paper gives no index numbers for 
the different food sections. The method adopted was to use the price relatives 
for working-class purchases which were inferred in the May issue of the 
BULLETIN as being those used by the Ministry of Labour in constructing the 
weights of the Interim Index of Retail Prices. These were weighted accord- 
ing to purchases of each separate foodstuff within each section as shown by 
Mr. Massey’s sample of budgets of those earning salaries in the £250-350 
range, this being apparently in some respects a typical weighting system for 
the whole public.3 

This procedure involves two sorts of errors, those caused by using work- 
ing-class instead of total consumer index numbers (which should be very 
small) and those caused by incorrect weighting of foodstuffs within each 
section. The effects of these errors can be shown as follows. Let ‘D’ be 
the difference between the working-class and total consumer price relatives 
for each foodstuff; ‘i’’ be the working-class price relative used; ‘E’ be 
the expenditure on each foodstuff by the {250-350 income stratum; 
‘E’ be total consumer expenditure on each foodstuff; and (E—E) be ‘da’. 
Assume, as before, that YE=2E, so that 2d=o=d, which can also be 
done without loss of generality. Then the error in the index for each section 
= ah aes ee tie - =D+ yeplfortore =i Tigo opt as * (3) 

Now there is no particular reason to expect a correlation between the 
price relatives used and errors in the weights within food groups (due to the 
distribution of the expenditure of this income stratum).4 r;,; should therefore 


1 This treatment makes a considerable difference to the ‘ Fuel and Light ’ index, because 
of the great increase by 1947 of expenditure on electricity which had actually fallen in price. 
The Paasche index is 135, the corrected index 149. c 

2 Miscellaneous food manufactures are all assumed to rise in price equally. This assump- 
tion, though unrealistic and responsible for slight errors in price relatives for different food 
sections, will cause only a very small error in the total index (since the errors involved are 
nS & er CV, pp. 181-5. By inspection, the distribution of the expenditure of this 
income stratum over all commodity groups is seen to be similar to that shown by the 

“National Income White Paper. It should therefore not be very dissimilar within the 
sections of the food groups. y ; Seng 

4 As there would be if we were using a working-class weighting system, 
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be small, and so should ¢;. The last expression should therefore be negligible. 
In the cases of particular foodstuffs whose price relatives are used, such 
as ‘bread’, ‘ butter’, ‘ beef’, etc., D will in many cases be virtually zero. 
So that D, the unweighted average of D, will be small. Moreover though 
there may be a difference in price relatives in the case of heterogeneous food- 
stuffs such as ‘ cakes, etc.’ or ‘ confectionery ’ it will not normally be associ- 
ated with a very large proportion of expenditure. The heavily weighted 
items are mainly homogeneous. So that r,, will be negative and the error 
will be even less than D. We should therefore expect the resulting price 
relatives to be quite accurate (except for the compensating errors due to the 
approximations for manufactured food price relatives already mentioned). 
The price relatives for each food group were then weighted by total con- 
sumer purchases on each group in 1938, as shown by the White Paper, to 
obtain the national average increase in all food prices, which should be a 
fair estimate of the index we want. The price relatives so obtained for 
sections of the food group are :— 


White Paper Section Price Index in 1947 (1938=100) 
Bread and Cereals 338 es iets ais - 185 
Meat and Bacon “a oe ase ee me ee T25 
Fish ae ee a ae Box Hs se ae 129 
Oils and Fats ... oe sis ae ss $3: pe 114 
Sugar Products ae Stic eee nae Ee ee 154 
Dairy Products Jae aie dee wet Sa ee 121 
Fruit... awd Sas Bee tas zai mae nen 193 
Potatoes and Vegetables see bre pe vies see 168 
Beverages 302 ues ae es Soe Sc vee 140 
Other manufactured food... sas re ae aoe 181 
All food Re se 23 ae IS 146 


The weighted average of 146 can be compared with the Paasche index 
number of 153.t ‘This completes the estimates of i for use in formula (1). 

For i’, the working-class price indices, we use in general the working- 
class price relatives calculated in the May BuLLETIN. These were for June 
1947 and with a 1937-8 base, but the error involved in using them for the 
price increase from the average of 1938 to the average of 1947 will usually be 
small. The index number for Food is taken from these previous calculations. 
The White Paper index is used for Alcohol, because the working-class one is 
apparently not comparable (involving other considerations besides alcoholic 
content), and also for Tobacco, because of the price changes in 1947. In 
these cases the price relatives of sections of the White Paper groups were 
weighted according to working-class expenditure. For Housing it also seemed 
better to use the White Paper Index, since the previously calculated working- 
class price relative (apparently taken from the old cost-of-living index) 


11f we use working-class purchases (as shown by the 1937- 
weight the price indices within each mee we abtasn a total ihuee Wanna BETES 
shows that weights within a section are not very important even when there is a correlation 
Berea errors in weights and price relatives (i.e. even when rjg is substantially ositive) 
In as far as i’ is too small, i” will be exaggerated. B ; 
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is not quite comparable." Similarly for Fuel and Light sections the White 
Paper indices were used, though they were weighted by working-class pur- 
chases of each type? For Household Durables the working-class price index 
was used. For Other Household Goods, Reading Matter and Communication 
there were no comparable working-class indices, and the White Paper indices 
were used. For Clothing and Footwear, the calculated working-class indices 
were used, as they were for Travel and Entertainments,3 Miscellaneous 
Services, and Miscellaneous Goods.4 The National Income White Paper 
index was used for the income in kind of H.M. Forces. 

‘The estimates of i and i’ so obtained are shown in Table I, together 
with the estimates of i” derived from formula (1). 


TABLE I 
Working-class and Middle-class Price Indices for 1947 (Average) 


(1938 Ave. =100) 


Commodity Group Consumers’ W orking-class Middle-class 

Price Index Price Index Price Index 
(i) (i’) (i") 
Food ... aes wee ee aks 146 138 168 
Alcohol =e See See ate 250 253 246 
Tobacco ct =a ee ES 335 337 333 
Rent and Rates nae ee se 108 108 108 
Fuel and Light ais Si seis 149 151 143 
Household Durables ede whi 220 206 233 
Other Household Goods ... bab 150 150 150 
Clothing and Footwear .... ae 189 174 202 
Reading Matter... — ee 118 118 118 
Motoring and Travel se a 150 135 155 
Communication ve mae ee 136 136 136 
Entertainments oat He ans 176 178 174 
Other Services ai ae ea 149 149 149 
Other Goods ee aes 2 Be 221 185 231 
Income in kind of H.M. Forces ... 153 153 153 

Total Ese one 168-9 161-2 177-8 


The working-class index for Alcohol is above the middle-class because of 
relatively higher working-class consumption in 1938 on beer, which has 
increased in price more than other alcohol; and similarly for Tobacco because 
of relatively higher working-class consumption of loose tobacco. ‘The middle- 
class index for ‘ fuel and light’ is lower than working-class because of the 
middle-class purchases in 1938 being directed towards electricity rather than 
gas. The higher working-class index for entertainments may reflect the rela- 
tively high importance of cinemas, though possibly the difference is due to 
rounding. Other cases, where we have not assumed equality of price move- 
ment, show the effects of differential subsidy policy, and the inflationary rise 

1 The White Paper index depends partly on movements in rental values (as assessed for 


Schedule A). The price increase is in any case small and not likely to be very different for 
different social classes. ? . al 

2 They appear virtually identical with the calculated working-class indices for each 
section. : ; P ; 

3 In these cases the White Paper index appears virtually identical. f 

4 Using the index number for ‘ medicines and toilet goods ', since many working-class 
purchases in this group were of this sort. 
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in uncontrolled prices. The middle-class price indices for separate commodity 
groups are subject to a wide margin of error (especially where the middle- 
class share of a commodity was small). But the total index of the middle-class 
cost-of-living depends only on the Laspeyres index for all goods, the Las- 
peyres index for all working-class goods and the estimated division of total 
consumption in 1938. Each of these is more reliable than the corresponding 
estimate for separate commodity groups, and the total index is therefore more 
reliable than the separate group indices. 

The resulting Laspeyres total consumers’ price index is very little different 
from the Paasche index number of 168 in the White Paper, despite the lower 
price relative used for food, and is in fact slightly higher. So that by last year, 
for broad groups of commodities, rz, must have been small. In addition 
Tam must have been negative, as can easily be seen from formula (2). The 
effect of shortages in 1947, for the whole public, almost exactly balanced, so 
far as we can tell, the “ substitution effect’ for the whole economy. 

Let us now see whether the Paasche index for the middle-class is higher 
than the Laspeyres (z.e. whether post-war restrictions have affected the dis- 
tribution of middle-class spending in such a way as to increase the middle- 
class cost-of-living). 

Using the previous terminology, and in addition using p’, q’ for working- 
class prices and quantities bought, p”, q” for middle-class prices and quanti- 
ties bought, L, L’, L” for the Laspeyres indices of the whole nation, the work- 
ing-class and the middle-class respectively, and P, P’, P” for the correspond- 
ing Paasche indices, we have :— 


Pp 2 {pr qi’ + Pa” i", Peay and =p." qi" 


Z{Po qi + Po” q.’} ; 210’ qi ZPo" qi” 
L= Ps qo Pu’ aL ie and pra ePt" qo" 
Z{Po Go + Po o \ Po qo ZPo” qo" 

E { Zp,’ qi’ + 2p,’ qu"} = P’2p,’ qi’ + P"2p," qy" (i) 

L {2po’ qo’ + 2po” qo} = L’Zpo’ qo’ + LZ po” qo” (ii) 


There is no loss of generality in assuming that 
, i} ” 
po’ qi’ + 2 po" qi” = Zpo' qo’ + po" qo" 
.. substracting (i) from (ii) 
(L—P) { Zpo’ qo’ + ZPo" qo" } = (L”—P’) Da" on au (L’—P’) Do cy’ 
, ” , 

+(L’—L") (2po’qo’—2po' qn’) . - « (4) 
_ .} This amounts to assuming that for the calculation of the national Laspeyres index 
individual purchases in the base year were separately revalued at given-year prices. This is 
of course technically the correct method of calculating a Laspeyres index. For example, the 
amounts of each grade of sugar bought during the base year should be each revalued by 
the given-year price, instead of ‘ sugar’ as a whole being revalued at an average price 
which has in fact been calculated with given-year weights. There are errors in the indices 
owing to the impossibility of calculating them quite in this way. Price relatives for fairly 
broad commodities have been used in the calculation of I.’, and for L the 1947 weights have 
been used within sections of the National Income White Paper groups. These errors do not 
affect the theoretical proof here. They should also be small (and to some extent compensa- 


tory). So while they detract from the force of the quantitati ; 
they should not invalidate it, es as eae 
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One set of conditions in which the Laspeyres index for the middle-class 
will be greater than the Paasche index is therefore :— 
(a) L>P 
(6) P’'>L’ 

(c) L”>L’ and Spo'qo’ > Xpo'qu’ (or vice versa). 

In the case of the British economy for the years 1938 and 1947, conditions 
(a) is fulfilled (see above). So is condition (b), since we can assume that the 
increase in real wages since before the war is mainly spent on beer and tobacco. 
But condition (c) is not, since although L"> L’ (see Table 1), Xpo’qo’ <2 po'qy’ 
since it can be taken that the working-class share of consumption, valued at 
1938 prices, has increased. 

With the aid of previous calculations we can approximately express this 
set of conditions quantitatively in the given case, and prove L”>P” re- 
ductione ad absurdum. We have: L=168},1 P=168,? L’=1614,3 L’=177},4 
2Po qo’ pela pa ie oe pen Weary 2Po'qi’ 

ar .555. If we divide (4) by (2po’qy’ +2p"oq,") and call Spear’ +2poray"” 
‘x,’ we have that if L” SP; $ S(1613—P’) x+16 (x—.55) 
i.e. P’ <177} 23: 


Now although x, the working-class share of consumption (at 1938 prices) 
has greatly increased, it has not increased to as much as 80 per cent. 
Let x=.80. Then if L” <P’, P’ <166. 

But L’=161.5, and the effect of food rationing alone was estimated to 
raise P’ to 167.0, without allowance for the increase in cigarette and tobacco 
consumption due to increased real wages. So that P’>166. But if we 
chose a lower value for x, then a still lower limit is set for P. We cannot in 
fact choose reasonable values for P and x consistent with the assumption that 
L” <P’. Therefore L’>P’—the Laspeyres index for the middle-class is 
greater than the Paasche index. Hence for the middle-class there is no down- 
ward bias in the calculated cost-of-living index, due to post-war restrictions 
on consumption. Restrictions as such have not added to the middle-class 
cost-of-living. 

This seems an odd result, until we remember that as a result of financial 
and other restrictions, particularly the fall in real tax incomes, the middle- 
classes are prevented from purchasing relatively expensive commodities such 
as furniture, alcoholic spirits, women’s clothes, luxury goods, etc., in pre-war 
quantities. This must have more than offset the enforced reduction in pur- 
chases of cheap foodstuffs as an influence on the middle-class cost-of-living.7 


1 Table I above. 2 Cmd. 7371, Table 21. 
: Table I above, depending mainly on calculations in Buttetin, Vol. 10, p- 140 et seq. 
4 Table I above. 5 BULLETIN, Vol. 10, p. 191. 6 BuLLETIN, Vol. 10, p. 161. 


7 It will be evident from the above that one can hardly argue both these propositions :— 
(a) The working-classes consume relatively more drink and tobacco than before the 
war; and : i ; 
(b) Post-war restrictions on consumption have as a whole increased the middle-class 
cost-of-living. ; 
If one has to choose, (¢) seems the more plausible. 
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It is, of course, true that the lifting of restrictions (especially of food rationing) 
if prices did not rise, would lower the middle-class cost-of-living, since the 
substitution effect would then occur. Restrictions prevent a cheapening of 
the cost-of-living,! but they have not, as they apparently have for the working- 
class, increased it. 

A current middle-class cost-of-living index with a pre-war base can be 
constructed if we can estimate index numbers for June 1947, the base date 
of the Interim Index of Retail Prices. For some sections of the index retail 
price indices from Table I are used (ignoring the small differences due to 
lack of comparability in dates)—for Food, Clothing, Fuel and Light, and 
Household Durables. For Rent, the same index is used as for the working- 
class cost-of-living index.? For Miscellaneous Goods, the index for household 
non-durables is combined with indices for reading matter and ‘ other goods’ 
from Table I. For Miscellaneous Services, the working-class index for ‘ post- 
age, etc.’ (which includes radio licences),? was combined with the indices for 
Travel, Entertainment and other Services from Table I. For Alcohol and 
Tobacco it was assumed that the middle-class indices would be the same 
proportion of working-class as are the corresponding indices in Table I. 
The indices were weighted throughout according to the distribution of total 
middle-class expenditure in 1938 shown by the previous issue of the BULLETIN 
The results are shown in Table II, with the working-class indices for com- 
parison.3 

TABLE II 
Working-class and Middle-class Cost-of-Living Indices, June 1947 


} : (1937-8 = 100) (1938=100) 
Interim Retail Prices Index Group W orking-class Middle-class 
I. Food P35 Ac bes as age 138 168 

II. Rent and Rates ... ads aee aa 110 110 
III. Clothing and Footwear acid a 174 202 
IV. Fueland Light... ane AR 2E 1444 143 

V. Household Durables ei 3.2 oes 206 233 
VI. Miscellaneous Goods noe ae = 150 205 

VII. Miscellaneous Services... sae oe! 155 154 
VIII. Drink and Tobacco ot site «hs 283 265 
Total 161-2 178 


1Of course the removal of restrictions would almost certainly, in an inflationary situa- 
tion, boost prices. We are merely discussing here the effects of changes in weights on given 
price indices, ; 

2 BULLETIN, Vol. 10, p. 157. 

_ # Because of the approximate nature of the middle-class weighting system it would be 
incorrect to make the fine adjustments for the differences of definition between the National 
Income White Paper groups and the Interim Retail Prices’ Index groups, as was done for 
the working-class indices. ’ 

4 This should probably be a rather higher figure (see Table I). It was calc 
described in Appendix C to ‘ The Increase in the Working-Claes Cota Rede eee 
the War ’ from the information published in Supplement No. 2 to the Industrial Relations 
Handbook about the derivation of the weights of the Interim Retail Prices Index. It ma 
be that the Technical Committee reduced the expenditure on uel and Light shown by the 
1937-8 working-class budgets without mentioning this reduction in the Supplement. Other 


working-class indices would be slightly lower, if this adjus 
total index would be unchanged. am Soa id Meee aurea 
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We can link these middle-class group indices to those of the Interim 
Retail Prices Index to obtain our current index. This means in effect assum- 
ing that the prices of middle-class purchases of each group have increased in 
the same proportion as the prices of working-class purchases since the Index 
has been in operation. This assumption will be wrong if individual commodi- 
ties have increased more (or less) in price for the working-class than for the 
middle-class, to the extent that there is a correlation between price relatives 
and the differences in middle-class and working-class weights within each 
group (in other words, to the extent that price movements relatively favours 
one class as against the other). Neither of these sources of error would 
appear to be large over the few months since the start of the index. 

What our index does allow for is the relatively fast (or slow) increase in 
the prices of whole groups which are a relatively high (or low) proportion of 
the middle-class budget. This would seem to be the most important cause of 
current differences in the rates of increase of the middle-class and working- 
class cost-of-living. For example our index would be slightly biassed if 
electricity prices increased faster than other fuel and light prices (because 
of the relatively high middle-class consumption of electricity), but not if 
fuel and light prices as a whole increased more rapidly than other prices. 

The most convenient way of linking the indices is to construct weights 
for the base-date (June 1947) by adjusting the 1938 weights for price changes, 
and then to use these to provide a weighted average price increase since the 
base date. The weights so found, with the working-class weights for com- 
parison, are as follows : 


W orking-class* Middle-class 
I. Food aes ors oe aun — 348 169 
II. Rent and Rates ... aide eee ae 88 64 
IlI. Clothing and Footwear aizia 26° 97 143 
IV. Fuel and Light ... a ee a 65 22 
V. Uousehold Durables Be aN, Si 71 80 
VI. Miscellaneous Goods aes a se 35 111 
VII. Miscellaneous Services... aS sf 79 270 
VIII. Drink and Tobacco Rare ore = 217 141 
Total ae Jen aa 1000 1000 


* Supplement No. 2 to the Industrial Relations Handbook, p. 0. 


APPENDIX B 
The Increased Cost-of-Living of Sections of the Middle-class 


An estimate of the division of middle-class consumption between those 
with incomes of more and less than £500 a year was attempted in a paper in 
the previous BULLETIN. The distribution shown there can be used to weight 
cost-of-living indices for the lower and upper middle-classes. Although the 
division itself was only tentative, it is unlikely that the weighting system it 
shows would be scriously wrong. 


266 THE BULLETIN 


For price relatives, we shall assume that those with incomes under £250 
were subject to the working-class price index. Those with £250 to £500 were 
assumed subject to the national average price indices, as shown in Table I, 
but taking as small groups of commodities as possible (e.g. taking each 
food group separately'). The estimates for the ‘ upper’ middle-class were 
then found by the use of formula (1), suitably modified (since the price indices 
for all the middle-class, which have already been estimated, are the weighted 
average of the price indices for the lower and upper middle-classes). The 
resulting estimates of lower and upper middle-class price increases are 
shown in Table III.2 Estimates of the increase in the cost-of-living of those 
with £250-{500 salaries in 1938, calculated as indicated above, are shown 
separately. ; 

An attempt is also made (for deflating constituents of the national income 
rather than for its own sake) to cstimate the rise in the cost-of-living of all 
salary earners. 

It is estimated by Kaldor3 that direct taxes on salaries in 1938 were 44 
per cent of the salary bill. Since social insurance contributions were excluded 
from the definition of direct tax, and small salaries pay virtually no other 
direct tax, this is equivalent to estimating direct taxes on salaries over £250 
as 43 per cent. of the total salaries bill, or £50 millions. He also estimates 
that 9 per cent of post-tax salaries were saved (‘ tax’ not including social 
insurance contributions). According to estimates already made in the pre- 
vious BULLETIN it seems that 63 per cent of working-class income was saved, 
24 per cent went in direct taxes (almost wholly social insurance contributions). 
If we assume that salaries under £250 were subject to the same incidences of 
taxation and savings, we have for 1938 :— 


(£ million) 


Total salaries® Rs one a00 =ae ss wee aie es Sm LLO 
Less: Salaries under {250° de Ses ses age ie ea 398 
Salaries over £250 __.... otic 560 aes a “ite si Sa ct an All: 
Direct taxes on salaries over £250 ... “ia sia ae “ine ses See 50 
Available income from salaries over £250 ... ove ik ae Bee --» 668 
Total savings from salaries ... 368 sats one ae Soc soe ase 95 
Less ; Savings from salaries under £250... sic ase S02 St Ste 26 
Savings from salaries over £250 sae Son moe SCO Rr 2000 56 are 69 
Hence, Spending from salaries over £250 Eee sec Pe are a OOS 
Total salaries under £250 ; AE si = BSE aie Sac a Oe 
Less: Direct taxes on salaries underf250 ... =e Ba ce ate sic 10 
Less; Saving from salaries under £250... B06 oa0 Ses Be 56n 26 
Spending from salaries under £250 305 oe 356 


1 Food price indices as shown in ‘ The Increase in the Cost-of-Living of the Working- 
class ’ were used. BULLETIN Vol. 10, p. 157. Weighting for this income stratum taken from 
the Massey budgets. 

* If the Paasche index is lower than the Laspeyres for the whole middle-class, it is 
a fortiori, also lower for the upper middle-class, Therefore the rise in the upper middle-class 
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There is very little information available on the division of salaries 
between those earning £250 to £500 and those over £500. Massey’s budgets 
show 1,105 families of salary earners whose head received between {£250 and 
£500. The total income of this group was £384 thousands. There were 255 
families whose head received over £500, and the total salaries of this group 
were £169 thousands. It is probable, however, that the Massey budgets would 
not fully represent the higher salaried officials in public service and teaching, 
and that there would in any event be a larger proportion of high salaries in 
industry. So that the proportion of the total of all salaries over £250, in- 
cluding those in industry, going to earners of salaries over £500 would be 
higher than the 31 per cent indicated by the Massey sample for civil servants. 
Barna estimates that in 1937 £507 millions of earned income went to those 
with total incomes of £250 to £500, compared with {£521 millions going to 
those with total incomes over £500,7 which suggests a proportion of 51 per 
cent for the higher income group. This proportion is biassed the other way, 
however, because incomes are grouped by ‘ total’ incomes, and because one 
would expect the distribution of self-employed profits from shop-keeping, 
farming, the professions, manufacturing, etc., to be much more unequal 
than salaries. We shall assume that 35 per cent of spending out of salaries 
over £250 was done by those with salaries of more than £500 (implying a share 
of about 40 per cent of pre-tax income)—1.e. £210 millions. We shall also 
assume that the outlay of those with salaries under £250 was ‘ working-class ’ 
in nature, that the outlay of the £{250-{500 group was as shown by the 
Massey budgets, and that spending out of salaries over {500 was according 
to the ‘ upper middle-class ’ pattern—with the appropriate price indices for 
each type of outlay. In fact this assumption will probably exaggerate the 
price rise of the purchases of those with salaries over £500. It can be inferred 
from the indices already calculated that the higher the income in 1938 the 
greater the rise in the cost-of-living since 1938. Since salaries over £500 
were bunched rather towards the lower limit, compared with all incomes over 
£500, the rise in the cost-of-living for ‘ upper middle-class’ salary earners 
has almost certainly been less than for the whole ‘ upper middle-classes ’. On 
the other hand salaries under £250 are almost certainly bunched nearer £250 
than wages. So that the use of working-class price indices will slightly 
understate the increase in the cost-of-living for low salary earners. On 
balance, therefore, the use of these indices should not involve great error. 
On these assumptions the average rise in the cost-of-living for all salaries is 
as shown in Table III.9 


cost-of-living may be rather exaggerated. (In addition there is a bias towards luxuries in 
the upper middle-class weighting system). ; ; 

3 Appendix C to Full Employment in a Free Society (Beveridge), p- 354. x’ 

4 Op. cit., p. 356. Death duties offset against salaries will be regarded as negligible. 

5 Cmd. 7371, p. 14. 

6 BULLETIN, Vol. 10, p. 186. } : , 

? Redistribution of Incomes through Public Finance in 1937, p. 64. 

8 Vide Barna, op. cit. Table 89, for example. 

® Excludes-H.M. Forces. 
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(It should be borne in mind that the estimates in Table III are reached 
with the aid of several assumptions and much data which is not very reliable 
for this purpose. They should be used with caution.) 


TaBLeE III 


Cost-of-Living Indices for Sections of the Middle-Class (ave. of 1947) 
(Ave. of 1938=100) 


Whole Lower Upper Salaried All 
Middle- Middle- Middle- Lower Salary 
Class Class* Class Middle- Earners 
Classt 

1. Food ae wa “te 168 143 213 145 147 
2 meA\cohol ¥ 4... ea ae 246 251 242 f 250 250 
3 a LODACCOmsE mee wai 333 335 332 335 335 
4. Rent andrates ... mas 108 108 108 | 108 108 
5. Fueland light... ae 143 149 120¢ 149 149 
6. Household durables — 233 222 245 224 222 
7. Household non-durables 150 150 150 150 150 
8. Clothing ... a & 202 187 208 189 190 
9 Reading matter ... f3 118 118 118 118 118 
10 & 11. Travel are cee 155 149 156 150 151 
12. Communication ... ae 136 136 136 136 136 
13. Entertainments ... re 174 176 171 176 176 
14. Other services... a 149 149 149 149 149 
15. Other goods an ee 231 218 234 221 222 

Motalae-- “ae ae 178 166 185 168 169-70 


*Those who in 1938 had annual salaries between {250 and £500, and those whose 
professional earnings or profits from farming, shopkeeping, etc., or investment income were 
under £500 p.a. ¢+Those who in 1938 had annual salaries between £250 and £500. 

tLow because of the high proportion of electricity consumption in 1938. 

These price indices can also be fitted to the categories of the Interim 
Index of Retail Prices to provide current cost-of-living indices for sections 
of the middle-class. The error introduced by using current working-class 
price indices for commodity groups bought by the lower middle-class, salaried 
lower middle-class and even ‘ all salaries’ may not be considerable, but the 
possible error in the upper middle-class index as a result of this method is 
clearly of a much higher order. 

The weights for the base date (June 1947) for each section calculated as 
for the cost-of-living of the whole middle-class (see Appendix A) are as 
follows :— 


Lower Upper Salaried All 
middle- middle- | lower mid- salaries 


class class dle-class 
I. Food oi we act Ka 241 122 
II. Rent and Pates ... nee ote 85 50 
III. Clothing and Footwear ... Ris 97 172 
IV. Fueland Light... toe art) 48 6 
V. Household Durables ee. nt 100 67 
VI. Miscellaneous Goods ea ate 65 140 
VII. Miscellaneous Services... ae 198 317 
VIII. Drink and Tobacco a a: 166 126 


Totala aes Ae, be au. 1000 1000 


TABULAR APPENDIX 


EDITORIAL NOTE 
The following tables illustrate the economic developments in U.S.A. 
and individual European countries by presenting the trend of production, 
prices and foreign trade in recent months compared with typical war and 
pre-war years. 


Explanation of symbols : 
... the figure is not available. 
( ) figures provisional or approximate. 
— figure is negligible. 
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